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CERTIFIED COPY OF CERTAIN RESOLUTIONS ADOPTED BY THE BOARD OF
DIRECTORS WHEREBY THE ESTABLISHMENT AND MAINTENANCE
OF SECURITY CASH ACCOUNTS HAVE BEEN AUTHORIZED

RESOLVED -
FIRST: That the Presldent or any Vice-President of this Corporation, or or
be and they hereby are, and cach of them hereby is, authorized and empowered, for and
on behall of this Corporation (herein called the “Corporation™), to establish and maintain one or more

sccounts, with Lehman Brothers Incorporated for the purpose of purchasing, investing in. or otherwise
acoviriny, sciling, posessing, translerring, exchanging, or otherwise disposing o, or turning to account of, or
reaiizing upon, and gencrally dealing in and with any and ail forms of securities including, but not by way
ol limitation, shares, stocks, bonds, debentures, notes, scrip, participation certificates, rights to subscribe,
option warrants, certificates of deposit. mortgages, choses in action, evidences of indebtedness, commercial
paper, cettificates of indebtedness and certificates of interest of any and every kind and nature whatsoever,
secr:ced or unsecured, whether represented by trust, panicipating and/or other certificates or otherwise;
bnt such authorization shall not include the opening of marginal accounts or the making of short sales.

‘The fullest authority at all times with respect to any such commitment or with respect to any tramsac-
tion deemed by any of the said officers and/or agents to be proper in connection therewith is hereby con-
terred, including authority (without limiting the generality of the foregoing) to give written or oral instruc-
tions to Lehman Brothers Incorporated with respect to said transactions; to bind and obligate the Corpora-
tion to and for the carrying out of any contract, arrangement, or transaction, which shall be entered into by
any such officer and/or agent for and on behalt of the Corporation with or throngh Lehnan Brothers Incor-

poratd; to pay in cash or Py checks and/or drafis drawn upon the lunds of the Corporation such sums-’

as may be necessary in connection with any of the said accounts; to deliver securities to, and deposit funds
with, Lehman Brothers Incorporated; to order the transler or delivery of securitics to any other person
whatsoever, and/or to order the transfer of record of any securities 1o any name selected by any of the said
officers or agents; (0 affix the corporate seal to any documents or agreements, or otherwise: (o endorse any
securities in order to paw title thereto: to direct the sale or exercise of any rights with respect to any securi-
ties: 10 3ign for the Corporation all rcleases, powers of attorney and/or other documents in connedtion with
any such account, and to agree to any terms or conditions to control any such account; to direct Lehman
Brothers Incorporated to surrender any securities 1o the proper agent or party for the purpose ol cffecting
any exchange or conveision, or for the purpose of deposit with any protective or similar commilttee. or other-
wise; to accept delivery of any securities: to appoint any other person or persons to do any and all things
which any of the said officers and/or agenu is hereby empowered to do, and generzlly to do and take all
action necessary in connection with the account, or considered desirable by such officer and/or agent with
respect thereto.

SECOND: That Lehman Brothers Incorporated may deal with any and all of the persons divectly or
Indirecily by the [niegoing resolution empowered, as though they weére dealing with the Corporation directly.

THIRD: That the Secretary of the Cotporation be and he hereby is authorized, empowered and directed
to certify, under the seal ol the Corporation, or otherwise, to Lehman Brothers Incorporated:

(2) = true copy of these resolutions;

(1) specimen signatures of each and every person by these resolutions empowered;

(c) a certificate (wiiich, if required by Lehman Brothers Incorporated, shall be suppotted by an
apinion of the general cnunsel of the Corporation, or other counsel satisfactory to Lehman Brothers Incor-
porated) that the Corporation is duly organized and existing, that its charter empowens it to transact
the business by these resolutions d=fined, and that no limitation has been imposed upon such powers by
the By-Laws or otherwise.

FOURTH: That Lehman Brothers Incorporated may rely upon any certification given in accordance
with these 1ecolutions, as continuing fully effective unless and until Lehman Brothers Incorporated shall
receive due written notice of a change in or the rescission of the authority so evidenced, and the dispatch or
receipt of any other form of notice shall not constitute & waiver of this provision, nor shall the fact that any

person hereby empowered ceases to be an officer of the Corporation or becnnes an officer under some other
title, in any way aflects the powers hereby conferrcd. The failure to supply any specimen signature shall not
invalidate any transaction if the transaction is in accordance with authority actually granted.

FIFTH: That in the event of any change in ihe office or powers ol persans hereby empowered. the
Secretary shall eeriily such changes to Lehman Brothers Incosporated in writing in the manner hereinabove
provided, which notiScation, when received, shall be adequate both to terminate the powers of the perions
theretofore authorized, and (o empower the persons thereby substituted.

SIXTH: That the foregoing resolutions and the certificates actually furnished o Lehman Brothers
Incorporated by the Secretary of the Corporation pursuant thereto, be and they hereby are made irrevocable
until written notice of the revocation thereof shall have been recrived by Lehman Brathers 1ncorporated.

Lhman Brobhers
Sephrnlnd

Lo Pcsk Lovat
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We are plessed to welcome you 89 A custcmer of Lehman
Brothers Incorporated.
To (acllitate the procn'-lnq of your accormt, under the

rules of the New York Stock Exch and other requl vy sutharities,
it 19 necessary to have the enclosed forms signed by you. .

Please complete and seturn these forms to us in the stamped,
sddressed envelope which 1s enclosed for your convintence.

Thank you for your kind cooperation tn this mattar.
Very truly yours,
LEHMAN BROTIIERS 1% 20ORPORATLD

allece R. Hagolund
Sales Manager

WRH:j1
P. S. Wealso need an excerpt fro your corporate
charter showing power to purchase ecurities.

Secr ‘ary to Bruce Potter
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CERTIFIED COPY OF CERTAIN RESOLUTIONS ADOPTED BY THE BOARD OF
DIRECTORS WHEREBY THE ESTABLISHMENT AND MAINTENANCE
OF SECURITY CASH ACCOUNTS HAVE BEEN AUTHORIZED

RESOLVED ~
FIRST: That the Presldent or any Vice-President of this Corporatinn, or . . or
be and they Lereby are. and each of them hereby is, authorized and empowered, for and
on bebalt of this Corporation (herein called the “Corporation™), to establish and maintain one or more
ac , with Leh Brothers Incorporated for the purpose of purchasing, investing in, or otherwise
a:aiizing, swlling, possessing. transferring, exchanging, or otherwise disposiug of, or turning to account of, or
realizing upon, and generally dealing in and with any and all forms of securities including, but not by way
of limitation, shares, stocks, bonds, debentures, notes. xrip, participation certificates, rights to subscribe,
option warrants, centificeies of deposit, mortgages, choses in action, evidences of indebtednes, commercial
paper. certificates of indebtedness and certificates of interest of any and every kind and nature whauoever,
tezured or unsecured, whether represented by trust, participating and/or other certificates or otherwise;
but such authorization shall not include the opening of marginal accounts or the making of short sales.

The fullest authority at all times with respect to ‘any such commitment cr with 1espect to any transac-
tion deemed by any of the said officers and/or agents to be proper in connection therewith s hereby con-
ferred, including authotity (without limiting the generality of the foregoing) to give written or oral instruc-
tions to Lehman Brothers Incorporated with respect to said transactions; to bind and obligate the Corpora-
tion to and for the carrying out of any contract, arrangement, or tramsaction, which shail be entered into by
any such officer and/or agent [or and on behall of the Corporation with or through Lehiman Brothers Incor-

porated; 10 pay in cash or py checks and/or drafts drawn upon the funds of the Corporation such sums-’

a3 m:ay be necessary in connection with any of the said accounts; to deliver securities to, and deposit funds
with, Lehman Brothery Incorporated; to order the transler or delivery of securities to any other person
whatsoever, and/or 10 order the transler of record of any securities to any name selected by any of the said
officers or agents; to affix the corporate seal to any doc or agr ts, or otherwise; to endorse any
securities in order to pass title thercto; tn direct the sale or exercise of any rights with respect to 2ny securi-
ties: to sign for the Corporation all releases, powers of attotney and/or other documents in connection with
any such account, and to agree to any terms or conditions to contral any such account; to direct Lehman
Brothers Incorporated to surrender any securities to the proper agent or party for the purpose of effecting
any exchange ar conversion, or lor the purpose of deposit with any protective or similar committee, or other-
wise; 10 accept delivery of any securities: (o appoint any othcr person or persons to do any and all things
which any of the said officers and/or agents is heteby empowered to do, and generally to do and take ail
action necessary in connection with the account, or considered desirable by such officer and/or agent with
respect thereto.

SECOND: That Lehman Brothers Incorporated may deal with any and all of the persons directly or
indirecty by the foregoing resolution empowered, as though they were dealing with the Corporation directly.

THIRD: That the Secretary of the Corporation be and he hereby is authorized, empowered and directed
to certify, under the seal of the Cotporation, or otherwise, to Lehman Brothers Incorporated:

{a) a true copy of these resolutions; )

(b) specimen signatures of cach and every person by these resolutions empowered;

(c) a certificate (which, il required by Lehman Brothers Incorporated, shall be supported by an
opinion of the general counsel of the Corporation, or other counsel satisfartory to Lzhman Brothers Incor-

ated) that the Cotporation is duly organized and existing, that its charter empawers it to transact

the business by these resolutions defined, and that no limitation has been imposed uvpon such powers by
the By-Laws or otherwise.

FOURTH: That Lehman Brothers Incorporated may rely upon any certification given in accordance
with these rusoluti as continuing fully effective unless and until Lehman Brothers Incorporated shall
receive due written notice of a change in or the rescission of the authority s cvidenced, and the dispatch or
receipt of any other form of notice shall not comstitute 3 waiver of this provision, noe shall the fact that any

person hereby empowered ceases to be an officer of the Corporation or becores an officer under some other
title, In any way afiects the powen hereby conferred. The [ailure t supply any specimen signature shall not
invalidate any tranuaction if the transaction is in accordance with authority actually granted.

FIFTH: That in the event of any change in the office or powers of persons hereby empowered, the
Secretary shall certify such changes to Lehman Brothers Incorporated in writing in the manner hercinabove
provided, which notiication, when received, shall be adequate both to terminate the powers of the perons
theretofore authorized, and to empower the persons thereby substituted.

SIXTH: That the loregoing resolutions and the cenificates actually fumnished 1o Lehman Brothers
Incorporated by the Secretary of the Corporation pursuant thereto, be and they hereby are made irrevocable
until written notice of the revocation thereof shall have been recrived by Lehman Brothers Incorporated.

. :
Svrperlid

We are plessed to welcome you &9 a of Leh
BSrothers Incorporated.
To facllitate the proceasing of your eccow~t, under the

rules of the New York Stock Exchange and other reguiatory suthorities,
it Is necessary to have the enclosed forms alqned by you.

Please complete and return these forms to us in the stamped,
addressed envelope which {e tosed for your .

Thank you for your kind perotion in this
Very truly yours,

LEHMAN BROTHERS WCORPOBATED

]

’
allace R. Hagglui !
Sales Manager

WRH: )1
P. S. We also need an excerpt from your corporate
cl.nner showing power to purchase securities.

Secr :tary to Bruce Potter
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CERTIFIED COPY OF CERTAIN RESOLUTIONS ADOPYED BY THE BOARD OF
DIRECTORS WNERERY THE ESTABLISOMENT AND MAINTENANCE
OF SECURITY CASH ACCOUNTS HAVE BEEN AUTHORIZED

RESOLVED -
FIRST: That the Preshlent o any Vice Fresident of this Corporation, or or
be a1d they hereby are. snd cach of thrro hereby i, authorised and eropowered. for and
on behall of this Cotporatinn (heeein alled the “Corpmation™), to hlisth and mainuin one of mare

accounts, with Lehman Brothers Incorporated for the purpuwe of purchasing, investing in, or otherwise
scquiring, sell:ng, ponessing, uamfening, exchanging. or otherwise dbspasing ol. or warning to account nl, or
rmaliing spon, and generaily desling in and with any and alt formn of securities including, but not by way
ol limiution. shares, stocks, bonds, debentures, notes. scrip, participatinn certificates, rights t0 mbscribe,
opuon warrants, certificates ol deposit, morigages, choses in scdon, evidences of indebtednem, commercial
paper. certificares of indebiednem and certificates of intercut of sny snd every kind and usture whatsoever,
secured or umsecured, whether represented by truwt, participating and/or other certificates or otherwise:
but such audhorisation shall not include the opening of marginal scrounts or tw making of short sles.

The fullest suthority at all times with respect to any such ¥ or with respect to sny
tion deemed by any of lhe nid oﬁtcn :nd/m agents to be proper in connection therewith is hereby con-
lrmd.uxludm. h ,\ ith g the gen~rality of the loregoing) to give written or orsl instrec-
tions to Leh h P 3 with respect to sid uam-nlom tu bind and obligste the Corpors-
donmlndlotmeuny"‘oulolmy( tion, which shall be entered into by
any such officer and /or agent for and on behalf ol the Cotpual.mn with or through Lehman Brothers Incor-

povated: 10 pay in casth or by checks and/or dralts drawa upon the funds of the Corporation mch yums

23 may be neresary in connection with any of the nid actcount: to deliver worites to, and depmit funds
with, Lehman Brothers Incorpovated: to order the tranler or delivery of secutities to any other perwn
whatsoever, and/or to order the transler nf record ol any w«uvidﬂ 0 sny name selected by any of the sald
officers o sgents: to affix the corporate seal to any d ts, or otherwise: o endurse any
securities in ovder t0 pass title thereto; 1o direct the aale os umm ol any ﬂghu with respect 0 any securi-
Ues: (0 sign fof the Coiporation all releases, powers of atiorney and/or other documents in connection with
any such account, and (o agree 10 any teraw or “onditions to contol any such account: to direct Lehman
Brothers Incorparat~d to surrender any securitics to the proper agent or party lor the purpose of eftecting
any exchange ot converion, or for the purpote of deposit with any protecive or timilar committer, or otives-
wise: 10 accept delivery of any securities; to sppoint any other person or persons 10 do any and il things
which any of the said aficers and,or agents is herehy rmpowered to do. snd generally to do and take al}
action necensary in connection with the 2ccount, or comidered desirable by such officer and/or agent with

respeet thereto.

SECOND: That Lehtnan Brothers Incorporated may deal with any and alt of the persors directly or
indirectly by the foregoing resolution empowered, a¢ though they were dealing with the Corporation dicectly.

THIRD: That the Secretary of the Cotporsiion be and he hereby ls anthorited, empowered and directed
to certily. under the seal ol the Corporation, or otherwise, to Lehman Brothens Incorporsted:
()] ammpyolthoemolulm
. () specimen signatures of each and evcry pevion by thewe revohintions empowered;
o) » certificare (which, il requi Bropth lnmrpraud. uhal.l be mzponcd by n
epinion of the general coursel of the Oetpanm or olhu
porated) that the Corporation is duly org d and ¢ that its ch it r0 mman

the b by these defined, snd that no Timitatben has been | p d o such ens by

the By-Lawy or otherwise. pon pow

FOURTH: That Leh Brothers Incorp d sy rely upon any certification g\m in accordance
with these resolotions. a continuing folly effective unlews and wntil Leb: Broth d shsl}

mhmﬂmmhdadn-‘thuduwahm»wndmubpuha
receipt of any other form of potice shafl not contitate » waiver of this provision, nor shall the fact that any

person herelny empowered crases to be an oficer of the Corporation or becmunes an ~Bicer under some other
title, in any way sffects the powers hoseby conlerred. The laiture to spply auy speutnca signature shall not
invalidate any uansaction il the transaction is in accordance with authority artally granted

FIFTH: That in the event of any change in the office or powers of periaas hereby eaponeced, the
Secretary hall certify sisch dhingts w Lehman Brothers Incorporated in writing in 2 manner hereinabove

provided, which notication. when received, shall be adeq both to terminats the powers ol the persors
theretofore sutborized, and to empower the p hereby mbstituted

SIXTH: That the loreguing raolutiom snd the crrvfcates aciually fumished 10 Lebman Brochen
4 d by the & y of the Corporats beyeto, be and they bereoy ase made istevocable

weti) written notice of die revocation thercof shall have been received by Lehman Brodhers Incorporated.
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We sre plessed to you ss e

Srothers Incorporated.

fo. taciiftate the processing of your scecount, under :ho .

lee of the Mew York Stock L and othet
'l: 1 mecagansy to have the snclosed forms signed by 1ou

Plesse ccapiste snd retumn these forms to ue kn the stamped,
addressed envelope -Ndn (1] o«d lor your

Thenk you lor your kind cooperstion in this matter,

Vety truly yowrs,
I.[HMAN BROTHERS INCORPORATLD

[latlec K. Aol f

Soles Mcm-

WRAR:1)

P. 8.
charter showing power to purchase

Secretary to Bruce Potter
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ot securities.
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j - State of Delawcare

Office of the Secretary of State PAGE

1

I, EDWARD J. FREEL, SECRETARY OF STATE OF THE STATE OF
DELAWARE, DO HEREBY CERTIFY THE ATTACHED IS A TRUE AND CORRECT
COPY OF THE CERTIFICATE OF INCORPORATION OF "REGO COMPANY",
FILED IN THIS OFFICE ON THE NINTH DAY OF NOVEMBER, A.D. 1976, AT

10 O'CLOCK A .M.

Z W/w/ LS 002522

“Edward . Freel, Secretary of State

AUTHENTICATION:

0830921 8100 DATE: 8588342

971257757 08-01-97
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CERTIFICATE OF INCORPORATION
o

Reg0 Cozpany

LR 2K BN 2N J

1. The nsme of the corporation is
RegQ Coapany

2. The addrese of its registered office in the
State of Delaware is KXo, 100 West Tenth Street, in the City
of Wilaington, County of Hew Castls. Ths name of {ts regis-
., tered agent at such sddress is The Corporstion Trust Company.

3. The nature of the busineas or purposes to de
conducted or promoted is to engage in any lawful act or

— = —————— 3 =

o . e e . S el ——— e —— ——————"

activity for which corporations may be organized under the
General Corporation law of Delavare, '

4. The total number of shares of stock which the
corporaticn shall have authority to issus is coe bhundred (100)
and the par valus of each of such sbares is Ten Dollars
($10,00) smounting in the aggregate to One Thoussnd Dollars -
($1,000,00).

5. The nsme and mailing address of each incor-
porator is as followss

i RAME . MAILING ADDRESS
1! 100 West Tenth Street
l 7. 3. ovara, Jr. Vilaington, Deluware 19801
h
: ‘100 Vest Tenth Street
! W, 5. Retf Vilaington, Delawars 19801
100 Weat Tenth Strest
R. P. Andrews Wileington, Delaware 19801

LS 002523
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6, Tae corporation is to have perpetual existence.

7. iIn furtherance and not in limitation of the
powers conferred by statutse, the doard of directors is
expressly authorized to make, alter or repeal the by-laws

of the corporation,

8. Meetings of stockholders may be held within
or without the State of Delaware, as ths by-laws may pro--
vide., The books of the corporation may be kept {sudject
to any provision contained in the statutes) outside the
State of Delaware at such place or places as may be designe-
ted from time to time by the board of directors or in the
by-laws of the corpontion_. Elections of directors need
not be by untt;n ballot unleas the bdy-lavs of the corpora-
tion shall so provide.

9, The corporation reserves Lhe right to saend,
alter, change or repeal any provision coatained in this
certificate of incorporation, in the manner now or here-
after prescribed by statute, and ail rights conferred upon

stockholders herein are granted subject to this reservation,

' WB, THE UNDERSIGNED, being each of the incorpors-
tors hereinbefore nsmed, for the purpose of foraing & core
poration pursuant to the General Corporation Lav of the
State of Delaware, do make this certificate, heredy declar-
ing and certifying that this is our act and deed and the
facts herein stated are true, end accordingly have hereunto
set our hands this2ith day of  September , 1976,

LS 002524

Golc - CDA dm - 1558



State of Delaicare

Office of the Secretary of State oacE

1

I, EDWARD J. FREEL, SECRETARY OF STATE OF THE STATE OF
DELAWARE, DO HEREBY CERTIFY THE ATTACHED IS A TRUE AND CORRECT
COPY OF THBE CERTIFICATE OF AGREEMENT OF MERGER, WHICH MERGES:

"GOLCONDA CORPORATION", A IDAHO CORPORATION,

WITH AND INTO "REGO COMPANY" UNDER TEE NAME OF "REGO
COMPANY", A CORPORATION ORGANIZED AND EXISTING UNDER THE LAWS OF
THE STATE OF DELAWARE, AS RECEIVED AND FILED IN THIS OFFICE THE

SEVENTEENTH DAY OF JUNE, A.D. 1977, AT 11 O’CLOCK A.M.

LS 002525

(it

Ediwcard J. Freel, Sccretary of State

AUTHENTICATION:
0830921 8100M 8588513

DATE:

971257757 08-01-97
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AGREEMENT OF MERGER

AGREEMENT OF MERGER, dsted this 15th day of March, 1977, pursuant to Section 252 of the Genaral
Corpotation Law of the State of Delswsre, betwaen RegO Company, ¢ Delsware corporstion. snd
Gol.onds Corporation, an Idaho eorponﬂon.

WITNESSETH that:
WHEREAS, all of the constituent corporations desire to merge into a single corporation; and

WHEREAS, s3id RegO Company, 8 corporstion organized under the laws of the State of Delsware, -
by Hs Certificate of Incorporation which was tiled In the office of the Secretary of State ot Delaware on
Novembar 9, 1976 and recorded In the office of the Recorder of Deeds for the Counly of New Castie on
November 9, 1976, has an suthorized capital stock consisting of one hundred (100) shares of common
slcck ol the par valus of Ten Dollars ($10.00) each, of which stock one hundred (100) shares is now
lssued and oulstanding and shall be cancelled upon tha afisctive date of the mesger contemplated hereby.

WHEREAS, said Golconds Corporstion, a corporation organized under the laws of the State of
Idaho by ils Aricles of Incorporation which was filed In tha office of the Secrelsry of Slate of Idaho
on January 18, 1927 and recarded In the office of tha Recorder of Deeds for ihe County of Shoshome on
January 14, 1927, has an authorized capital stock consisting of eight million five hundred thousand
{8.500,000) sharea of which seven mililon flve hundred thousand (7,500,000) shares shail be common
stock without par value and one milllon (1,000,000) shall be converiible preferred stock having a pat
vafue of $1.00 per share, of which stock 380,002 shares of praferred and 2,774,392 shares of common
are naw issued and outstanding; and

WHEREAS, the registered office of sald RegO Company in the State of Defaware is located st 100
West Tenth Street in the City of Wilmington, County of New Caslis, and the name ot its regisiered agant
at such sddress ts The Corporation Trust Company; and the registered office of Golconda Corporation
in the Slate of Idaho is located at P.O. Box 469 In the City of Wallace, County of Shoahonc. and the
name d{ its registered agent ai such address is Mr. Wray Featherstons:

NOW, THEREFORE, the corporations, parties to this agreement In consideration of the mutual
covenanis, agreements and provisions hersinafter contsined do hereby prescribe the terms and
condilions of s8id merger and mode of carrying the same lato etfect as {ollows:

FIRST; RegO Company hereby merges into iselt Golconda Corporation and said Golconds Cor-
poration shall be and hereby ls merged Into RegO Company, which shall be the susrviving corporation.

SECOND: The Cerlificate of Incorporation of RegO Company, as amended herein, is sel forth
In its entirety and attached hereto as Appendix 1 and eff the tarms anc provisions thereol are hereby
Incorporated in this Agreement and made & part hareo! with the same force and effect as if herein sat
forth In {ufl; and from and after the effoclive date of the mearger and until further amended as provided by
law said Appendix 1 separate and apart trom this Agreement of Merger shail be, and may be separsiely
certified as, the Centificate of incorporation, as amended, of the surviving cocporation,

THIRD: Each share of Common Stock and each share of Convertidle Preferred Stock of the merged
corporation which shafi be ouistanding on the efiective date of this Agreement and aif rights in respect
thereof shall forthwith te changed and converied, respectively, into one share of Common Stock and
one share of Convertidle Prelarmed Stock of the surviving corporalion without any further action by the
shareholders thereol.

FOURTH: The terms and condilions of the merger are ss [ollows:

(=) The bylaws of the surviving corporation as they shail exist on the effective date of this
agreement shail be and remain the bylaws of the surviving corporstion untll the same shall be
altered, amended or repesied as therein provided, except that such changes shall be mads Initlally in
ordes to delels Inapplicabie referances to the siate of incorporation, the corporate name, the address
of the registered office and Inspplicadle dates, .

TS 1
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(b) The directors and officers of the surviving corporation shall continue In office untll the
next snnual meeling of stockholders and untll their successors shall have been elected and Quaiifled.

(c) This merger shail become effective upon filing with (he Secrelary of State of Delzware.

Howaever, for all aceounting purposes the effective date of the merger shall be as of the closs of
business on June X0, 1877,

(d) Upon the merger becoming effective, all the property, rights, privileges, franchises, psients,
trademarka, iicenses, registrations and olher assels of every kind and description of the merged
corporation shall be transferred 1o, vested In and devolve upon the surviving corporation without
further sct or deed and ail property, rights, and gvery oiher Interest of the surviving corporation
and the merged corporstion shall be as sffectively the property of the surviving corporstion as
they wera of the swiviving corporation and the merged corporation, respectively. The merged
corporaton heredy sgrees from time to time, ss and when requested by the surviving corporation
or by is successors or assigna, to execute and dellver or cause 1o be executed and delivered all
such deeds and Instruments and 1o {ake or cause 1o be taken such further or other action as the
sutviving corporation may desm necessary or desirsble In order to vest In and confirm to the
surviving corporation titte to and possession of any property of the merged corporation acquired of
to be acquired by reason of or as a resuit of the merger hereln provided for and otherwise le-carry
out tha (ntent and purposes hareof and the ptopet officers and directors of the merged corporation
and the proper officers and directors of the surviving corporatlon are fully authorized In the name -
of the merged corporation or otherwise to take any and all such sction,

FIFTH: Anything hsreln of elsewhers to the cohtmy notwithstanding this sgreement msy be
lerminated and abandoned by the board of directors of eny constituent corporation at any time prior
1o the data of filing ths agreement with the Secretary of State.

IN WITNESS WHEREOF, tha parties to this agresmaent, pursuant 1o the aporoval and suthority duly
given by resolutions adopled by their respective boards of directors have caused these presents 1o be
executed by the President and attested by the Secretary of each party hevete.

GOLCONDA CORPORATION
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|, THOMAS L. SEIFERT Secretary of RegO Company, a corporstion organized and sxisting undes
thy laws of the Stats of Dolaware, hetsby ceriify, as such Secretary, that the Agresment of Merger to
which this cedificate ls attached, after having been first duly signed on bahail of the sald corpocstion
and having been signed on behal! of GOLCONDA CORPORATION, & corporation of the State of Idaho, was
duly submitted to the stockholders of sald RegQ Company at a specisl meeling of sald stockhoiders
catled and heid separatety from the meating of stockhoiders of any othar corporation after at fsast twanty
(20) days’ notice by mail as provided by Section 252 snd Section 251 of Title 8 of the Dsiaware Code of
1853 on the 14th dey of March, 1977, for the purpose of considering and taking sction upon the proposed
Agreement of Merger; that 100 shares of stock of sald Corporstion were on dsid date lssued and
outstanding; having voting power, that the proposed Agraemant of Merger was approved by the stocks
holders by an affirmstive vole represeiling at least a8 majorilty of the outstanding stock of sald
corporation entitted fo vote thereon, and that thereby the Agreement of Mergar was at sald meeting duty

adopled as the act of the stockhoiden of sald RlegO Company and the duly sdopted agreement of said
corporation,

WITNESS my hand on this 15th day of March, 1977,

THE ABOVE AGREEMENT OF MERGER, having been executed on dehal of each corporate party’
thereto, and having been adopted saparstely by each corporate party thersto, In accordance with the
provisions of the Genarsl Corooration Law of the Siate o/ Delawars, and the Business Corporalion
Act of ths State of idahe, the President of each corporate party thereto does now hersby axecute
the said Agreement of Merger and the Secretary of each corporate party thersto does now hereby sttest

the said Agreement of Marger, &a tha respactive act, deed and agreement of each of said corporations,
on this 15th day of March, 1977,

GOLCONDA CORPORATION
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i, THOMAS L SEIFERT, Secretary of GOLCONDA CORPORATION, hetsby certity, as such Secretary
and under the ssal of sald corporation, that the Agreement of Merger 10 which this centificate Is sttached,
sfter having been first duly spproved by resolution of the Board of Directors ot GOLCONDA CORPORA-
TION and by resolution of the Board of Directors of RegO Company , and having basn signed by the
directors of GOLCONDA CORPORATION and by the directors of RegO Company, was duly submitled
to the sharehoiders of szid GOLCONDA CORPORATION, at &8 mesting of sald shareholders duly called
ssparately In the mannet provided In Section 30-133 of the idaho Code, 1947, for calling slockhoiders’ -
meetings, and that ai that meetling the Agroemant of Morger was adoptsd by the sflirmative vole of the

- holders of Tw (il Extt Hudnd Pug Themord Que hvpdd 2,305,151, . ), beaing the hoiders of at least two-thirds
of the voling power of all shareholders. F-By me !

WITNESS my hand and the ssal of the said GOLCONDA CO ON on this 17th day of June,
19". ’
tary
GEAL
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THIS AGREEMENT OF MERGER, having been approved by resolution of the Board of Directors ol
Golconda Corporation, and by resoiution of the Board of Directors of RegO Company, and having been
signed by the directors of Golconda Corporation, and signed by the directors of RegO Company, and
ihereattar having boen approved by the sharsholders of Golconds Corporation &t @ mesting separstely
called and heid by the atlirmative voie of the hoiders of at least two-thirds of the voting power of the
shareholders. and having boen approved by the sharehoidars of RegO Company, 8t 8 meeting separately
calied and held, by the atfirmative voie of the holders of at least two-thirds of the voting power of the
shareholders, tha President and Secretary of RegO Company, and the President and Secretary of Golconds
Corporation ¢o now hereby execute this Agreement of Marger under the corporste saal of each of said
corporaticns as the act and deed of each of said corporations, respectively, on this 17th day of June, 1977,

.;"-
I8
v

GOLCONDA CORPORATION

BEAY

L%
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STATE OF ILUNOIS )

) &%
COUNTY OF COOK )

ration executad the same,

In this certificate ficst above written,

ﬂgAu

: T e S e !
e LT A S VRN gl il e Liad

Lo

STATE OF ILLINOIS )

) 88
COUNTY OF COOK )

/

otary

L

On the 17th day of June, 1977, before me, 8 notary public of tha State of lilinols, personally sppeared
John R. Morrill, known 10 me o be the President of ReqO Compony, one of the comporations which
executed the Agreement of Merger 10 which this s sttached, and ackiwiedgad 10 me that such corpe-

IN WITNESS WHEREOQF, | have hereunto set my hand and afMxed my officia! saal the day and year

On the 17th day of June, 1977, before ms, & notary public of the State of lilinols, personally appeared
Johs R. Morrill, known (6 me lo be the President of Golconda Corporation, one of the corporations which
exsculed the Agreement of Merger to which this la attached, and scknowiedged to me that such corpo-

tation executed the same,

IN WITNESS WHEREOF, | have haraiito set my hand ‘and AMixed ry oMiclal ‘aesl the dey and year

in this cortificate first above written.

T pgAu
H
&' an1n

Cinot J&'«xw

Notary Pudilc
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APPENDIX 1

CERTIFICATE OF INCORPORATION
: oF
Reg0 Coapany

ARTICLE 1: The name of the corporstion is RegO Cumpany.

ARTICLE 2: The address of its registered office in the Slale of Delsware s 100 West Tenth
Street In the City of Wilmington, County of New Castle. The nama of ils registered agent at such sddress
Is The Corporation Trust Company,

ARTICLE 3: The duration of the corporation Is parpetual,
ARTICLE 4: The purposs or purposes for which the corporation is organlzed are:

Yo buy, sell, design, enginear, manutacture, create and repalr special machines, machine pars,
Jigs. tools, dles, fixtures, precision parts, and any other product In any manner similar thereto.

To manufacturo, assemble, buy, sell, hire, install, research and develop, distribute or dispose of
eleciromechanical components and sssemblies, guidance componants and sssemblies, electropneumstic
components and assembiles, precise Instrumentation components and assgmblies and alf kinds of
g00ds, wares, mefchandise, manufaclures, commodilies, machinery, tools, supplles and products,
appllances, devices or aquipment, of every kind and nature.

To design, develop, manufscture, buy or market various types of control devices, regulators, valves,
welding devices, and any other davices ot eleclrical and/or mechanical naturs.

Ta design, develop, manufaclure, buy or market food serving devices and faciiitles Including, but
not limited to, display cases, refrigeratots, s8rving counters, warming devices, carbe.ors, dise
penters of liquids or semi-solld {oods, ice cream makers, colfes makers, ulensils and other devices
used In the prepatation, slorage, serving and clean up of food or other materials usad or consumed by
humans. Generally 1o engage In and conduct any form of manufacluring or mercantile enterprise, -

To locate, buy, acquire, own, loase, sell, _convey and deal in mines, and minesal lands of every -
kind and nature snd description, also purchtso, ‘locate or otherwise acquire, own, enter or lease, sall
and deal in mill sites, water rights and terminal facilities; to work, prospect, or develop mines and
mineral lands of every natura or description, either for itseit or for other companies, corporations of
Individuals upon such terms or for such remuneration as it shall desm Mt and proper and to sccept,
take and hold mineral 1ands of every nature or descriplion, either as an entirety or any Iinterest In the
same; (0 hold, purchase or otherwise acquire or be interested In, and 1o sell, assign, pledge or otherwise
dispose of, shares ol the capital stock, bonds, or olher evidence of dedt issued or created by any
other eorporation; whether icreign or domeslic, and whether now or hersafler organized; and while
the holder of any such shares of stock, 10 exercise all the rights and privileges of ownership, including
the right to vote thareon 1o the same extent, as a natural person might or could do; to do everything
that may be necessary or proper in the conduct of its business In the way of locsting, prospeciing,
developing, scquiring, buying and selling mineral lands and mining claims of every kind, nalure
and description, and working such mines and the production of ores and minerals thersftom, end
in the reducing such ores and minerals to the most merchantable value, and In doing the same, to
conirsct, vuild, buy, sell, own and operaie ail necessary mills, smeiters, machinery, roads, railroads,
tramways, ditches, flumes, and such other property as shall be fit and necessary in carrying out the
objects harein stated; to sell, buy and lease mincs and mining property of all kinds and property of every
kind and nature and description, useful and necessary In operating and maintaining the same, and
in reducing the ores and In refining the minerals taken the:efrom upon commission, whether such com-
mission be paid In money or ntherwise; to erect duildings, operste saw-mills and engage In trade of
evary kind both in stores and provisions, steam and other transportation, road bulldlng and englnudng.
{reighling snd carrying.

00011
LS 002532

Golc - CDA dm - 1566



Yo conduct g general mining, milling and smeiting business.

To purchase, securs, use, own snd enjoy sny and all franchises useful and beneficlal for the
prosecution of tha business of this corporation,

To exercise the right of eminent domain according 16 law and condemn and acquire rights of way
for tunnels, shatts, hoisting works, dumps, cute, ditches, canals, reser.olrs, slorage basins, dams, roads,
raliroads and tramwsys Incident, necessary or convenient for ihe uses snd purposes and objects ¢!
this corporation and do all such things incident lo the genersi dusiness of this corporation In the State
of Delaware, in the other states and terrilories of the United Slates and eisswhere, that this corporation
may desire or conciude 1o do dbusiness.

To buy and sell ores, builion, metals, minarals and concentrates, and all other materlsls and supplies,
and 10 reduce ores and minerals for pay,

To engage In any lawiul act or actlvity lor which corporations may be orQanized under the Genoral
Corporation Law of Dalaware,

To acquire, and pay for In cash, stock or bonds of this corporation or otherwise, the good will,
rights, assets and pioperty and to underiake or assuma the whole or any part of tha obllgaﬁona ot
liabllltles of any parson, firm, assoclation or corporation,

To acquire, hold, use, sell, assign, laase, grant licenzes In respect of, mortgage or otherwiss dhpm
of letters patent of the United States or any ‘oreign country, patent rights, licenses and privileges,
inventions, improvements and processes, copyrights, trgde-marks and trade names, ralating to or useful
in connecion wilh any business of this corporation.

To acquite by purchase, subscription, or otherwise, snd to recelve, hold, own, guarantee, sell,
assign, exchange, transfer, morigage, pledge or otherwiss disposs of or des! in and with any of the
shares of the capilal stock, or any votu.g trust certificates in respect of the shares of capital stock,
scrip, warrants, rights, bonds, debentures, rotes, trusts, receipts and other securities, obligations,
choses In action and evidences of indebledness oi intarest 1ssued or created by any corporation, jolat
stcck companies, ayndicates, associstions, firms, trusts or persons, public or private, or by the govern-
ment of the United States ot America, or by any foreign government, or by any stale, territory, province,
municipality or other political subdivision or by any governmental ejency, and as owner thereof to -
possess and exercise all the rights,- powers-and pivileges of ownership, Incliding the right 10 execute
consants and vote thareon, and to do any and all scts and things necessary or advisable for the preser-
vation, protection, Improvement and enhancement in value thereof.

To botrow or raise monies for any of tha purposes of the cororation and, rom time 1o time wlthout
limit as to amount, to draw, meke, accept, endoiss, executs and issus promissory notes, drafts, bills
of exchange, warrants, bonds, debenlures and other negotiable or non-negotiable instruments and evi-
dences of indebledness, and 10 secure the payment of any thereot, and of the inlerest thereon by
mortgage upon or pledge, conveyance or cssignment In trust of the whole or any part of the property
of the corporation, whether at the time owned or thereaftar acquired, and 1o sell, pledge or otherwise
dispose of such donds or other obligations of the corporstion for its corporate purposes.

To purchase, receiva, take by grant, gift, devise, bequest or otharwise, leass, or otherwise acquire,
own, hold, imprave, smploy, use and otharwise deal in and with real or personat property, or any Interest
therain, wherever gitualed, and 1o sell, convey, lease, exchange, {ranster or otherwise disposs of, or
mortgage or pledge, ail or any of the corporation's property and assels, or any Interest thareln, wherever
siluated.

To enter into partnership or joint ventura agreements with other corporations, parinerships or
individuals,

In general, lo pos: ss and exorcise ail the powers and privileges granted bty the Delaware Corpora-
lion Law or by any other law of Delaware or by this document together with any powers Incidental
thereto, 30 far as such powers and privileges are necessary or convenient {0 the conduct, promotion
or attainment of the business or purposes of the corporation.

] !
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The business and purposes spacified In the foregoing clauses shall, except where otherwise
expressed, ba in nowlise limited or restricted by reference to, or inference from, the terms of sny other
clsuse in this document, but the business and purposes specified in each of the foregoing clausce) ot this
arlicte shall be regarded as Independent business and purposes.

ARTICLE §: The tolal number of shares of stock which RegO shail have suthority 1o lasue ls
elght million, five hundred thousand (8,500,000) of which seven mililon, five hundred thousand (7,500,000)
shares shall be common slock having & par value of $.01 pr share and one million (1,000,000) shail be
convertible preferred stock having a par value of $1.00 per share. Al such shares shall be fully paid
and non-assessabdle.

Esch share of preferred stock of RagO shall be convertible into one 8nd one-hait shares of the
common stock of RegO upon susrender to the corporation of the certificates of convertidble preferred
slock s0 to be convertad, duly assigned In blank for transfer., No sdjustmen: of dividends will be made
upon the exercise of the con rersion privilege.

RegO shall not be required to Issue fractional shares of common s'ock In exchangs lor shares
of ils convertible preferred stock. f any fractional interest 1s due any holder of ity prelerred stock, tha
Board of Dlrectors of RegO may at its election (i) Issue non-voling scrip for such fractional interest
in such form as the Board of Direciors may determine, which acrip ahall bs exchangeable within § period
of one year following the date of this lssue, togsther with other scrip, for one or more full shares of

common stock, or (i) pay en smount In cash equal to the current market value of such fractional

intarest, caiculated to the nearest cent, computed on the basis of the last reported sales prics for such
common shares on the Pacific Stock Exchange on the dats of conversion,

The holders of tha cnvertidle prafarred stock shall be entitled 10 receive, when and s declared,
cividenc> .t the rale of $1.00 per share per annum payable quarterty. The dividends on the sald preforred
stock shail be cumuiative and shall be payable bofore any dividends on the common shall be paid of
set apan. It in any year, the dividends declared and paid upon ths sald prelerred stock shall not
amount o $1.00 per share, the deficency shall be payabls befors any dividends shall be thereaftsr pald
upon ot set apart for the common stock; provided, however, that whenever all cumulative dividends on the
said preferred stock for all previous years shall have been declared and become payable, and the ac-
crued quarterly installments for the current year shall have been dsclared, and the corporation shall have
paid such cumulative dividends for previous years, and such accrued quarterly instaliments, of shafl have

sel aside from iis surplus of net profits & sum sulficient for the payment thareof, the Board of Directors .

may declare dividends on the common stock payable then or thereafter out of any remaining su:plua or
" net profits.

The converlible preferred sharas shall be preferred as to assets as well as dividands, ss aforesald,
and upon the dissolution, siquidstion or winding up of the corporation, the holders of said pre’erred
shares shall bes entitled to receive and be ; 1id for each said preferred share, out of the assets of the
corporation (whether capital or surplus) $42.00 per share whore such event ls volunlary or $37.50
per sharg where such event is involuntary, plus an amount equal to dlvidends accumulated and unpaid
thereon, whether earned or declared or not, before any distribution of sssets shall ba mads {0 the
holders of common shares, but the holders of sald preterred shares shall not be entitled to further par-
ticipation in such distribution, and the holders of the commaon shares shail be entitled, lo the exclusion
of the holders of sald pr.ferred shares, {0 ail assets of the corporation ramsining after payment to the
holders of the 33id preferred shares of the full preferential amount aforesaid.

Noither a consolidation nor merger of tha corporation with or into any other corporation, nor a
merger of any other corporation Into the corporation, nor the purchase or redemplon of all or any part
of the oustanding shares of any class or classes of stock of the corporation, ncr the sale or transfer
of the property and business of the corporation as or substantially as an antirety, shall be construed
lo be a liquidation, dissolution, or winding up of the corporation within the mesning of the foregoing
provisions.,

The holders of the convertible preferred shares shatl be entitled to one vote for each share held
and shall hava the power 10 vote cumulatively for the election of direclors. The seid preferted shares and
the common shares shalil vote togother as one class.
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The corporalion, st Rs oplion 10 De exercitod by Rs Board of Ditectors, may redeem In whole ot
In part the conventidie preferred shates o any tma, ot §37.80 per share. plus an emount equal to
dhidends accumuiated and unpald INreon, whoiher eained of declated o nOL Paymen of 1he re-
demption price of the 88id prefecred shares shail be made in cash. Notice of such redemplion, staling
Mo redomption date. the redemplion price and the pisce of payment thecso! shall de given by
matiing 8 copy of such notice al least thirty (30) daye prior 10 the date Rxed for redemplion to the
hoiders of record of he 88l Drefecred shares 10 Do redoomed 8t IMelr respeciive addresses a4 the
4me $D0ess 0N (e Dooks of ING cOrPOralion. Il such notice of redemplion shall Rave deen duly given
and it on or belore (Mg redemplion date 8peched In such notice all lunds necossary for such redemption
Vel Rave Doon sal 24140 30 68 10 Do availadle INerelor, then notwithstanding that say certificate for
044 profented sharee 90 called for redemplion shall not have beon surrendeied 10r cancellation, the
sheres leprasonted (haredy shall no longer e deumod outstanding, the right to receive dividends
Ihotoon shall casse 10 sccrue l1om and sfted the date of redemplion 60 Ased And all righls wilth 1s3pect
10 such Praforiod shates 80 Called tor rodemption not thoretclors eapited shall forihwilh on such
redomplion dale Codse and 101minale, extept only he M of the Miders theroo! to recetve the smount
pay sbie vpon redemplion thereod, but without interoet,

Convortdle preferred shates which 8re redeemed. purchased or ofherwise acQuited Dy the=0orpore-
110n shafl De cancelled and shall no! de reitsved.

10 e the corporation shall 3l sy Ume or trom time 1o Hime subdivide he outslanding she/ee
of common e2iLh into 8 gredier number of shiros, 1han with rospect 10 eoch such tubdivision the
nrumdat of ghares of common slock dallveradie upon Convertion o sach shire of convenidle preferred
1oca Rovody daeignated shall be incroosed ia propurtion 1o INg Increase resulting lrom such suddivision
e, (he nymbder of outstanding shares of LOMMOn o10ch; and In caae the corporstion shall &1 sny time,
o liom time (0 Lme, combing the OUIsINdIAG Shates Of common slock intd a smaller numbar of
Adron. INen wndh reepect 10 BUch comdinslion the number of shares of common ptock aollverable
vpon the comert-an of cach thare of convenible preferrod slock heredy designaled shall De decreased
in proportion 10 1N docroaso tosulling from such combinalion In the number of cutstanding shates of
common stock,

In Cose, prior 10 1N CONVErION Of todemplion of the convertidle preferred stock, the corporation
Sholl Do recApilalized Dy reclasulying Ils oulstending common stock a1 sRares with'e different par
value Of shall INroalter 1eCiaNily any SUCH Shares in Ig manner, Or (he COrPOTAlION OF B SUCCOION
COrpOtaiion MASl CONBOIIdNIe OF Mmatge with of convey ol of substanilally it He Of any fuccessor
COPOraliong Droparty OF 008018 10 any Olher COIPOIBIION OF COrPOIAtioNs, the holder of the convertidle
pretedred §10¢k shall Ihareatiar Nave the Fghl 0 convert pursuam 10 and on the lermy and conditions
ng durng e Lime 9paciNed Matela, in oy of the sheree theretolore convertibie. Such shires of stock,
SOCuttieg O 835410 00 May be lesued o7 payadle with respect (0, O in sxchange fos, the number of shares
(hocatolore recavadle upon INy conversion ol 1he s81d prefvired 810ck had suCh recspilglization, con-
SOLIAUION, MIIGEr Of COAVOYANCE A0l 18000 DlaCe; and In any such avent, the tights of the hoider of
s preferred Gharee 10 an adjusimont n the Aumber of common thares Into which sald preferred
stoch is convertible ehall continue and be preserved In reapact of any stock, sacurities or assets which
1hg holder of 8218 pretertod slock i thus entitled.

In the event.

(A} The corporalion shat!t LRe 8 record of the holders of Ity common slock 167 1N PUrPOSE
of enitiing Tham 10 10caive & Jividond olhorwiss than in cath, of Any oiher duandution In respoct
ol the common s10ck (Including Cash), Dursuant 1o, wilthout limitation, any spin-olf, spiit-oft or
drnudvtion of ihe corporation’s assety; o

(8) The corparation shall take 8 record of (he holders of its common slock for tha purpote
of onutiing them 1o subscride for o pyschase any shares of slock of 8ny class Or 10 receive
any othel nghis; or

(C) Ot any classification, reclassification, or other reorganization of ihe capitsl nock of
the corporation, consolidstion of merger of the corporation with or Intd another corporation
or conveyancy of al! or substantially 311 of the assets of 1he corporation; of
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(0) Of the volumtary or lnvoluntary dissolution, Iiquidation of winding up of the corporation;

then, 8nd in any such case, the corporstion shali mall 10 the hotders of comveriidie preferred slock, st
least twenty (20) days prior 10 such record date, & notice stating (he date of expecled datle on which
8 rocord 10 10 Do taken for Ihe purpose of such dividend. disleDdution of righta, or the date on which
such classification, recisssificaiion reorganization, consolidation, merget, conveyance, dissoiution,
ot winding up Ig 10 1ake place, 89 the case mey be.

In cote the corporsiion, sl eny Ume while convertible preferred stock shall remain issued and
oulstanding. shall sell all or substantially slf its property or dlasdive, liquidate or wind up (is eftalrs,
the hotdet of said preferred s10¢k may thereeller recotve upon convecsion (hereot in lev of each share of
comman stock of the corporation which such holder would have been entitied 10 teceive, the same
kind and smount of any securition o7 sssets ss mey be isauadle, disriduigble, or paysble upon sny such
sale, dissaiviion, liquidating or winging up wilth respoct to each share of common stock of the Company,

ARTICLE 6: At all elections of directors of RegO, esch common and converiible prelerred
stochholdoer shall be entitied 10 as many voles 88 shall equal tha number of volee which (except for
tuch provision eg 1o cumulslive voling) he would Be entitled 10 cast for the election M dlrectors with
respect 10 hig shares of stock muitiplied by the numbder of direciors 10 be elecied, snd he may cast
alt such votes for & singlo director or may distrRule them among the number to be voted for, or for
My two o more of Ihem a8 ho may see ML

ARTICLE T: No common oOF pralerred stockholder of RegO shall by reason of his holding
sharos ol sny clsss have sny preompilve of preferential right 1o purchase o¢ subdsctide 10 any shares
of ary cless of the corporation, now of hetaafter 10 be authorized, or any notes, dedentures, bonds of
othet sdcutiliey conventidle Into or carrying oplions or warrenly 10 purchase shares of any class,
now o hetesler 10 be sulhorized, wheiher of POt the lssuance of ny such shates, OF such noles,
dedontures, Donds 0r olher vecurities, would adversoly affect the dividend of votlng rights of such slocke
holGer, other than suth rights, if any, as (M Board of Olrectors, In e discietion trom time to time may
grant, and o1 such price as the Boaid of Ditectors In Ny dlecrotion may fix: and the Board of Oirectors
may issue shates of any class of RogO. or any notes, dedeatyres, Dods Of olhet socutiliey convertible
Into of carrying options or warrants 10 purchesa shares of any class, without oftering any such shares
ol sny claas, eiher in whole oF in pan, 10 the exisling shareholdors of any class.

ARTICLE §: 1n urinerance and not in lmilstion of (he powers canferred by siatute, the Board of
Direciors of RegO fs expiessly suthorized:

To make, aller of repedl Ihe dy-lsws of RegO except ae othorwise provided for In mo by-laws,
To suthorize and cayse (0 be axecuisd morigages and llang upon the redl snd personsl property
of RegO,
' To st spart out of any of the funds o RegO avallable for dividends & ressrve or reserves
far anry proper Ppurpose and 10 sbolish anty SUCh reserve In NG manner In which It was crested.

By o msjority of Ine whole Board, 10 designate one of more commitiees, esch commiltee 10
consst of two or more ditecions of Reg0. ™e Bowd may designate one of more dliecion
as sitenate mombers of any comwmities, who may replace sny adsent or &liqualified member
al sny mesiing of the commities. Any such commitiee, 1O the extenmt provided In the resolus
tion of in ihg Dy~taws of RegO, shall have snd may exercise the powers of the Board of Directors
In the munagement of the business and affalis of RegD. and may suihorue the sesl of the
corpolation 10 be affixed (0 all papers which may require i; provided, however, the by.laws may
provide that Ia ihe sbsence or diaqualificaiion of any member of such commifies or commiltees,
the memder Or memders thereol presant Bt any meeting and nol dlequalified from voling, whether
or nol he or 1hey constilvle § qQuotum, may unanimounly sppoint ancther membder of the Boad of
Dlrectors 10 act 31 the moeiing In (he plsce of any such sbeent or dlsqualilied member,

When and a8 suthorized by the effirmative vote of the holders of o majority of the stock
tssued oad outsianding having voling power given at 8 stockholders’ miseting duly cellod upon
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such notice A8 is raquired by statite, or when auihorized by the written consent of the holders of @
majostty of the voting stock lseved and outstanding, 10 sell, leass or exchange &l of substantially
all of the property snd assets of RegQ, including s good will and Its corporate franchitos, upon
such lecms and conditions and for such consideration, which may consist in whole 0¢ in part of
money of property including shares of stock in, and/or olher securities of, any other corporstion
Or corporations, s its Bogrd of Directors shail deem expedient and lor INe best interests of HoyO,

ARTICLE 9: Mestings of atockholders may be held within or without the State of Deleware s the
by-laws may provide. The books of RegO may be kept (sudject 5 sny provision conlained In the
siatutes) outside the Blate of Delaware at such place or places s may be designsted from time o
lime by the Board of Directors or in the by-lsws of the corporation. Elections of direciors need not be by
written batiot uniess the by-laws of the corporation shall e0 provide,

ARTICLE 10: The corporation reserves the right to amend, slter, changs of repss! any provision
contained herein In the manner now of heraaher prescrided by statvte, and ol rights conferred upon
stockhoiders herein are granted subdject to this reservation.

ARTICLE 11: All outslanding oplions, agreements, warrsnts and other rights to purchese or
olhorwise receive or scquire shares of stock of Astro Conlrols, Inc. or Golconds Corporation shall be
deerned options, agreements, warrants, o¢ other rights, as the cese mey be, 10 purchase of ntherwise

receive or acquire under the same clicumstances 8 numbers of sheres of the common o¢ converidie

protecred stock of RegO ot the appiicadle exchange ratio,

ARTICLE 12: The business of the corporation shall be menaged by 8 Bosrd of Direclors elecied
dy the stochholders gt sny annual of specisl meeting of stockholders. Directors of the corporstion
need nol be stockholders. The number of such directors shall be not Heed than seven (7) nor more
than eleven (11). The exact number of divectors shall be fixed by the bdy-laws ol the corporation.
Vecancies in the Board of Directors shall be filled by the remaining members of the Board and each
person 10 elected shall be a director of tha corporstion unill his successor shall have been elected.

ARTICLE 13: The name and maliling address of each Incorporator is as follows:

Name Malling Addrese

F. J. Obars, Jr. 100 West Tenth Straet
Wilmington, Delsware 19801

W. J. Reif 100 West Tenth Biroet
Wiimington, Deleware 18001

R. F. Andrews 100 West Tenth Street
Wilmington, Delaware 19801

. .
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for the purpcse of
ERSIGNED, being each of the incorporators hereinbsfore named, for ¢
'MWE..WWE UN.OM:S pursust o the General Corporstion Lew of Delawsrs, do make this c&m‘m
Maredy declaring and cortifying that this ls our act and deed and the facts herein ststed are

sccordingly have hereunto sat our hands this24th dsy of Septeaber, 1976.

/8/ F. J. Odbara, Jr. (SEAL)
[3/ M, ), Reif (8EAL)
s R E. Aodrews (SEAL)
) 14
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State of Delawcare

Office of the Secretary of State PAGE 1

I, EDWARD J. FREEL, SECRETARY OF STATE OF THE STATE OF
DELAWARE, DO HEREBY CERTIFY THE ATTACHED IS A TRUE AND CORRECT
COPY OF THE CERTIFICATE OF AMENDMENT OF "REGO COMPANY", CHANGING
ITS NAME FROM "REGO COMPANY" TO “THE REGO GROUP, INC.", FILED IN
THIS OFFICE ON THE SEVENTH DAY OF FEBRUARY, A.D. 1978, AT 10
O’CLOCK A .M.

o

Ed:mrdﬁree‘l, Secretary of State

0830921 8100 AUTHENTICATION: 8588344

971257757 DATE: 9g-01-97
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CERTIFICATE OF AMENDMENT
: or
CERTIFICATE OF INCORPURATION

[ 2R N BN BN

i Reg0 Company, a corporation organized and existing
under and by virtue of the Oeneral Corporation law of the State
, ©of Delaware, DOBS HERRBY CERTIFY.

: FIRST: That the Board of Directors of said corpora-
tion, by the unanisous written consent of its members, filed
with the ainutes of the board, adopted a resolution proposing
and declaring advisable the following nendneﬁt to the Certifi.

! cate of Incorporation of said corporationg

RESOLVED, that the Certificate of Incorporation of
Reg0 Coam » be amended by changing the Articls thereof
nuabered "1 so that, as amended, said Article shall de
and read as followss

“l. The nase of the corporation is
The RegO Group, Inc.®

i SECOND:; That in lieu of a meeting and vote of stocke-
i holders, the stockholders have given written consent to said
. amendzent in accordance with the provisions of section 228 of
The General Corporation law of the Stats of Delaware and wr;tt.en
.', notice of the adoption of the amendment has been given as provider
in section 228 of The Gensral Corperation Law of the §tate of
Delaware tn every stockholder entitled to such notice,

THIRD: That the aforesaid amendment was duly adoptad
in accordance with the applicedls provisions of Sections 242 and
228 of The Genersl Corpontion law of the State of Delaware.

- s e =

10020
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|

IN WITMESS WHEREOP, said Reg0 Coapany has caused
this certificate to be signed by R. C, Qluth its Vice-President
and sttastcd by T. L. Seifert, its Secretary, this o f) day of

?M , 1978.

REGO COMPANY Reg0 Coampany
CORPORATE SEAL
DELAWARE By

s Lo uth, [~ [ ] n
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State of Delqware

Office of the Secretary of State PacE 1

I, EDWARD J. FREEL, SECRETARY OF STATE OF THE STATE OF
DELAWARE, DO HEREBY CERTIFY THE ATTACHED IS A TRUE AND CORRECT
COPY OF THE CERTIFICATE OF CEANGE OF REGISTERED AGENT OF "THE
REGO GROUP, INC.", FILED IN THIS OFFICE ON TEE SEVENTEENTH DAY

OF FEBRUARY, A.D. 1981, AT 9 O'CLOCK A .M.

Cih ol

Edward J. Freel,-Secretary of State

0830921 8100 AUTHENTICATION: 8588346
971257757 DATE: g8-01-97
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. CRRIIFICATE OF CHANGE OF LOCATION OF REGISTERED OYTICE

AND RBGISTERRD AGENT

It is hereby certified thats L

1. The name of the corporation (hniotmtur. called
the "corporation®) is :

THE REGO GROUP, INC. '

2. The registered office of the corporation within e

the State of Delaware is hereby changed to 306 Bouth State
8treet, City of Dover 19901, County of Xent.

. 3. The registared agent of the corporatioa within
the State of Delaware is hereby changed to United States
-+ Corporation Company, the business office of which is
- 4dentical with the registered office of the corporation as
* bereby ohanged,

AV st e, TR
v -

4. The corporation has authorized the changes
hereinsbove sat forsh by resolutiecn of its Board of Direotors.
! - . - o . .

R R Rt

-

! . Signed oo Jamuary &), 2901, . o
: IR S RO -
b ' ... o o
| ST 27 .
o (Vice) President o
! - .. R.C.Gluth .
¥ K. Sy Rogowski " .
.g‘ E . .
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State of Delawcare

Office of the Secretary of State Pace 1

I, EDWARD J. FREEL, SECRETARY OF STATE OF THE STATE OF
DELAWARE, DO HEREBY CERTIFY THE ATTACHED IS A TRUE AND CORRECT
COPY OF THE CERTIFICATE OF AGREEMENT OF MERGER, WHICE MERGES:

"MR SUBSIDIARY, INC.", A DELAWARE CORPORATION,

WITH AND INTO "THE REGO GROUP, INC." UNDER THE NAME OF "THE
REGO GROUP, INC.", A CORPORATION ORGANIZED AND EXISTING UNDER
THE LAWS OF THE STATE OF DELAWARE, AS RECEIVED AND FILED IN THIS

OFFICE THE TWENTY-FOURTH DAY OF JUNE, A.D. 1985, AT 9 O’'CLOCK
A.M.

Cihh!

Edicard |. Freel, Sccretary of State

0830921 8100M AUTHENTICATION: 8588345

971257757 DATE: 48.01-97
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VN 4 B8

AGREEMENT AND PLAN OF MERGER
NEEE f i
AGREEMENT AND PLAN OF MERGER dated as of April 11, jss by and among

The RegO Group, Inc. (the "Company"), The Marmon Group, Inc. ("Vlarmon®), and MR
Subsidiary, Inc, ("MR"), all corporations organized and existing under the laws of the
State of Delaware. The Company and MR are hereinalter collectiveiy referred to as the
"Constituent Corporations,”

WHEREAS, the Company is a corporation organized and existing under the laws of
the State of Delaware, its Certificate of Incorporstion, as thereafter amended, having
been filed with the Secretary of State of Delaware on November 9, 1976;

WHEREAS, Marmon s a corporation organized and existing under the laws of the
State of Delaware, its Certificate of Incorporation, as thereafter restated, having been -
filed with the Secretary of the State of Delaware on November 235, 1973;

WHEREAS, MR is a corporation organized and existing under the laws of the State
of Delawere, its Certificate of Incorporation having been filed with the Secretary of the
State of Delaware on March 25, 1985;

WHEREAS, the authorized capital stock of the Company consists of 8,500,000
shares of all classes of stock, of which (i) 7,500,000 shares are shares of common stock
(*Common Stock"), par value $.01 per share (of which 2,573,259 shares are currently
Issued and ouuundlng) and (i) 1,000,000 shares are shares of preterred stock, par value :
$1.00 per share ("Preferred. Stock") (ol which 333,601 shares are currently Tsued and !
outstandinghs : oo

WHEREAS, the authorized capital stock of MR consists of 1,000 shares of common
stock, par value $1.00 per share (of which, on the date of this Agreement, 1,000 shares
are issued and outstanding)s

" WHEREAS, all of the shares of caplital stock of MR are owned by Marmon;

WHEREAS, the holders of the Common Stock and the Preferred Stock of the
Company and the holder of common stock of MR are entitled to vote on this Agreement;
and '

WHEREAS, the respective Boards of Directors of the Compeny, Marmon and MR
have approved this Agreement, having determined that the proposed merger is in the best
interests of their respective corporations and stockholders, and the Boards of Directors
of the Company and MR have directed that this Agreement be submitted to their
respective stockholders for adoption and approval in accordance with the General
Corporation Law of Delaware;

NOW, THEREFORE, in consideration of the premises and the mutyal covenants and
agreements herein contained, the parties hereto agree as follows.
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ARTICLE |

SECTION 1.1 In accordance with the provisions of the General Corporation Law
of the State of Delaware, at the Effective Time (as hereinafter defined) =i the merger
herein contemplated {the "Merger™), MR shall be merged with and into the Company,
which shall be and Is hereinsfter sometimes referred to as the Surviving Corporation.
The name of the Surviving Corporation from and after the Effective Time shall continue
to be The RegO Group, Inc.

ARTICLE N

SECTION 2.1 The Merger shall become effective at 12:00 A.M. Eastern Daylight
Time on July 1, 198S if the Certlficate of Merger e.ferred to in Section 25l(c) of the
General Corporation Law of the State of Delaware shall have been flled {n accordance
with the laws of the State of Delaware prior to such date, and If said Certiflcate of
Merger shail have been filed on or after said date then the Merger shall become elfective
on such date and at such time as the Certifivate of Merger shall be so filed (In either

such event, the elfective date of the Merger being referred to herein as the "Effective
Time").

SECTION 2.2 Except as herein specifically set forth, the [dentity, existence.
purposes, powers, objects, franchises, privileges, rights and immunities of the Company
shall continue In effect and unimpaired by the Merger, and the corporate [renchises,
existence and rights of MR shall be merged into the Company, and the Company as the
Surviving Corporation shall be fully vested therewith, The separste existence and

corporate organization of MR, except Insofar as it may be continued by statute, shall
cease at the Effective Time.

ARTICLE W0

SECTION J.1 At the Effective Time, the Certificate of incorporation of the
Company in effect at the Effective Time shall continue as the Certificate of
Ineorporation of the Surviving Corporation until thereafter amended, except that the

third and fourth sentences of Article 12 shall be eliminated and the following substituted
therefor: .

"The number of directors which shall constitute the whole board shall be three
persons.” '

The By-Laws of the Company in effect at the Effective Time shall be and become
the By-Laws of the Surviving Corporation, until further amended, except that the {irst

two sentences of Section 1 of Article {II shall be eliminated and the following substituted
therefors

"Section 1. The number of directors which shall constitute the whole board
shal] be three persons.”

SECTION 3.2 From and ofter the Effective Time, the members of the Board of
Directors of the Surviving Corporation shall be ss follows: Robert C. Gluth, George A.
Jones and Robert A, Pritzker. Each such person shajl hold office from and sfter the
Effective Time until his successor is duly elected or appointed and qualilied in the
manner provided in the Certificate of Incorporation and the By-Laws of the Surviving

-3.
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Corporation, or as otherwise provided by law.

SECTION 3.3 FProm and after the Effective Time, the officers of the Surviving
Corporation shall be as follows:

Chairman of the .Board and

President Robert A. Pritzker
Executive Vice President Robert C. Gluth
Secretary and Cenersl Counsel Walter S, Rogowski
Vice Presidert Donald V. Ytterberg
Treasurer ' Timothy W, Stonich

Each such person shall hold office from and after the Effective Time until his
successor s duly elected or sppointed and qualified in the manner provided in the

Certificate of Incurporation snd the By-laws of the Surviving Corporation, or as
otherwise provided by law.

{t at the Effective Time s vascancy shall exist in the Board of Directors or in any of
the offices of the Surviving Corporation, such vacancy may thereinalter be filled in the
manner provided by law.

ARTICLE [V

SECTION 4.1 At the Effective Time, by virtue of the Merger and without any
sction on the part of the holder of any share of capital stock of the Constituent
Cocporations, the manner and basis of converting the shares of capital stock of each of
the Constituent Corporations and the consideration to be received by the holders of the
shares of caplital stock of the Constituent Corporations are as follows:

(A) THE COMPANY.

At the Effective Time, each share of Common Stock fssued and outstanding
(except shares owned of record by (1) stockholders seeking appraisal rights pursuant
to Section 282 of the Delaware General Corporation Law; (il) Marmon or MR; and
(111) shares of treasury stock) shall be converted into the right to receive $13.00 in
cash, without interest, Irom the Surviving Corporation, but only upon surrender to
the American National Bank and Trust Company of Chicago as the exchange and
paying agent for the Merger (the "Excharge Agent™ of the certificate representing
such share in accordance with Section 4.2 hereof. At the Effective Time, each
share of Preferred Stock Issued and outstanding (except shares owned of recoed by
(1) stockholders seeking sppraiss) rights pursuant to Section 282 of the Delaware
Genera) Corporation Law; (i) Marmon or MR; and (iii) shares of treasury stock)
shall be converted Into the right to receive $22.00 in cash, without interest, feom
the Exchange Agent acting on behalf of the Surviving Corporation, but only upon
surrender to the Exchange Agent of the certificate representing such share in
accordance with Section 4.1 hereof. At the Effective Time, each share of Common
Stock and Preferred Stock held as treasury stock by the Company or owned by
record by Marmon or MR shall cease to exist and all certificates representing such
shares shall be cancelled and no cash or other property shall e issued in the Merger
in respect thereof.
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(B) NR.

At the Effective Time, each share of common stock of WR !ssued and
outstanding immediately prior to the Effective Time shall be converted into and
exchanged for one share of common stoch of the Surviving Corporation so that the
Surviving Corporation shall become a wholly-owned subsidiary of Marmon.
Marmon, as the sole holder of shares of MR common stock outstanding immediately
before the Effective Time, shall, as soon ss possible after the Effective Time,
surrender the MR stock certiflcate to the Surviving Corporation in exchange for a

certificate representing an equal number of shares of common stock of the
Surviving Corporation.

SECTION 4.2 Except as provided in Section 267 of the Delaware GCeneral
Corporation Law, holders of Common Stock and Preferred Stock shall have no right to
dissent in respect of the Merger. Shares of Common Stock and Preferred Stock owned by
persons who are entitled to payment of the value of their shares as provided in
Section 262 of the Delaware General Corporation Law shall not be converted pursuant to
the Merger as provided in Section 4.1 above; provided, however, that shares of Common
Stock or Preferred Stock outstanding at the Effective Time and held by stockholders who
subsequently withdraw their demands for payment of the value of their shares as
dissenting stackholders or fall to establish the right to pay the value of their shares as
provided by appticable Delaware law, shall thereupon be deemed to have been converted
Into a right to receive cash in respect of Common Stock or Preferred Stock, as the case
may be, in the same manner as provided for outstanding shares in Section 4.1{(A) above.

SECTION 4.3 As soon as practicable after the Effective Time, Marmon or MR
shall make available as & cspital contribution to the Surviving Corporation, which shali,
in turn, provide to the Exchange Agent sufficient cash to permit the Exchange Agent to
make cash payments to holders of Common Stock and Preferred Stock pursuant to
Section 4.1 or, In the case of dissenting stockholders after a determination of the value
of their shares, Section 4.2 above, and shall cause the Exchange Agent to mail Notices of
the Effective Time and Letters of Transmittal to hoiders of record of Common Stock or
Preferred Stock for use in forwarding their share certificates to the Exchange Agent.
Upon dellvery to the Exchange Agent of a duly completed and executed Letter of
Transmittal and certificates respecting Common Stock or Preferred Stock, the Exchange
Agent shall cause payment to be made to such persons in accordance with the provisions
of Section 4.4 below. With respect to Debentures submitted for conversion after the
Effective Time, the Exchange Agent shall provide psyment to holders of Debentures
surrendered {or conversion for & period of 180 days subsequent to the Effective Time
and, thereafter, the Exchange Agent shall provide to the Surviving Corporstion ail cash
then remaining for the sccount of such holders, as well as holders of Common Stock and
Preferred Stock not therstofore surcendered or in respect of which the {alr value thereof
has not been determined, and from and after such date the surrender of certificates,
coaversion of Debentures, and payment with regard to the fair value of shares of
Common Stock and Preferred Stock shall be settied as between the Surviving Corporation
and the parsons antitled to payment in respect thereof.

SECTION 4.4  Aflter the Elfective Time, each holder (other than Marmon and, as
to treasury shares, the Surviving Corporation) of & certificate representing outstanding
shares of Common Stock and Preferred Stock (and any holder of Debentures surrendered
for conversion pursuant to Section 4.3 below) shall be entitled to receive & check, in the
amounts provided in Section 4.1 above, in exchange for and upon surrender of such
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certiflcate or certificates to the Exchange Agent. I any payment for shares of Common
Stock or Preferred Stock Is to be made in a name other than that (n which the certificate
surrendered for exchange was reglstered on the stock transfer books of the Surviving
Corporation st the Effective Time, it shall be a condition of such exchange that the
certificate so surrendered shall dbe properly endorsed or otherwise in proper form for
transfer and that the person requesting such payment shall either (a) pay to the Surviving
Corposation sny transfer or other taxes required by reason of payment to a person other
than the registered Nholder of the certificate surrendered, or (b) estadlish to the
satisfaction of the Surviving Corporation that such tax has been paid or is not paysble.
On and after the Effective Time, no transfer of Common Stock or Preferred Stock
outstanding prior to the Effective Time shall be made on the stock transfer books of the
Surviving Corporation. Interest shall not accrue after the Effective Time on the amount
payable to a holder of Common Stock or Preferred Stock (or any holder of the Company's
1% Subordinated Convertible Debentures due January |, 1990 (the "Dcbentures™
surrendered {or conversion). . ‘

SECTION 4.8 Each holder of outstanding Debentures shall, prior to the date of
redemption or maturity thereof, have the right to elect to convert such Debentures in
accordance with the Indenture dated as of January 1, 1970 pursuant to which such
Debentures were Issued (the "Indenture™, subject to the anti-dilution and other similar
provisions of sa!d Indenture, by surrender of the Debentures (oe any portion thereof In an
Integral of $1,000 or multiples thereof) to the Surviving Corporation and, upon such
surrender, such holder shall be entitled to receive cash in lleu of the number of shares of
Common Stock into which such Debentures would have been convertible in the absence of
the Merger, plus cash psysble in lieu of fractional shares, equal to $13.00 times the
number of shares which would have been received In connection with such conversion.
The ~enner of conversion and payment by the Surviving Corporation (including the
amount payable in respect of fractional shares) shall in all Instances b2 subject to the
provisions of the Indenture and Section 4.¢ sbove. Holders of Debentures shau not be
entitled to any right of appraisal in connection with the Merger. . - e -

ARTICLE V

At the Elfective Time, the rights, privileges, powers and franchises, public as well
as private, and all the property, real, personal and mixed, of each of the Constituent
Corporations, and all dedbts due to either of them on whatever account, Including
subscriptions to shares and all other choses in action, or belonging to either of them,
shall be taken and deemed to be transferred to, and shall be vested in, the Surviving
Corporation without further act or deed, and all property, rights, peivileges, powers and
franchises and all and every other interest shall be therealter as effectively the property
of the Surviving Corporation as they were of the Constituent Corporations, snd the title
to any real estate vested by deed or otherwise in either of the Constituent Corporations
shall not revert or be In sny way impaired by reason of the Merger. At the Effective
Time, the Surviving Corporation shall thenceforth be liable for all debts, iisblilities,
obligations, dutles and penaities of the Constituent Corporations and the same shall
thenceforth attach to the Sutviving Corporation and may be enforced against it to the
same extent as If said debts, lladilitles, obligations, “uties and penaltles had been
incurred or contracted by it. No liability or .bligation due or to become due at the
Effective Time, or any claim or demand for any cause then existing against either of the
Constituent Corporstions or any stockholder, officer or director thereof, shall be
relessed or Impaired Dy the Merger and ail rights of creditors, and all liens upon any
property of either of the Constituent Corporations shall be preserved.

e
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ARTICLEW

The Company warrants and represents to Marmon and MR with respact tn the
Company thats

SECTION 6.1 Organization and Standing

The Company is a corporation existing in good standing under the laws of the State
of Delaware, has the corporate power and authority to carry on the business presently
belng conducted by it, and has the power to own its properties. The Company has ail

requisite corporate power snd authority to perform its obligations hereunder and to
consummate the Merger.

SECTION 8.2 Capitalization

The Company's capital stock is as set forth In the preamble to this Agreement.

SECTION 6.3 Options, Warrants, Rights

At the date hereof, there are no outstanding options, warrants or rights of any
character obligating the Company to issue any shares of cspital stock or any securities
convertible Into or evidencing the right to purchase such capital stock, except for such
rights of holders of (i) Preferred Stock to convert each share thereof Into 1-1/2 shares of
Common Stock and (ii) holders of Debentures to convert each $1,000 in principal amount
thereof into 93.72 shares of Common Stock, subject in each case to sdjustment pursuant
to applicable anti-dilution provisions.

SECTION 8.4  Legal and Administrative Proceedings

To the Compsny’s knowledge, there is no suit, sction, or legal, administrative,
arbiteatlon, or other proceeding or governmental investigstion, or any change in zoning

or bullding ordinances affecting real property Interests pending or, to the Company's
knowledge, threatened against the business, property or assets of the Company, or which

might materially adversely affect the financial condition or operstions or the property
and assets or the conduet of the business of the Company, or which seeks to restrain,
enjoin or prohibit the Merger.

SECTION 8.5 Information Provided

The Company has furnished Marmon and MR with & copy of its Form 10-K Report
for the (iscal year ended December 31, 1984. No representation or warranty by the
Company In this Agreement, nor any statement included (n the Form 10-K Report or
certifieate furnished or to be furnished by or on behalf of the Company pursuant to this
Agreement. nor any information and data provided dy the Company contained in the
definitive information statement and 1984 annual report ("Information Statement™ to be
mailed to stockholders of the Company for the anaual meeting of stockholders to be held
to consider the Merger ("Stockholders’ Meeting™) or in the Transaction Statement on
Schedule 13B-3, or in connection with the actions contemplated heredy, contains or shall
contain, st the time made, any unr*rue statement of a material fact or omits or shall omit

to state a material fact necessary to make the statements contained therein not
misleading. '
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The Company agrees to indemnily and hold harmless Marmon and MR, thelr current
and former oflicers and directors and sny persons who are affillates of Marmon and MR,
from and agsinst any and ail lisbilities to which such persons may become liable by
reason of any Inaccuracies or omissions contained In the Information Statement or in the
Transaction Statement, other than with respect to information furnished by Marmon or
MR to the Company for use therein,

SECTION 6.8 Financial Statements

The Company has delivered to Marmon and MR copies of the Company's audited
consolidated financial statements for the fiscal years ending December 31, 1983 and
1984. These {Inancial statements are true and complete in all material respects, have
been prepared In accordance with generally accepted accounting principles consistently
followed throughout the periods covered by such statements and, at the dates of and for
the periods covered thereby, present fairly the consolidated financial position and results
of operations of the Company.

Except as and to the extent reflected in the financisl statements of the Company
as of December 31, 1983 and 1984, and the notes thereto, the Company did not have as of
such dates any material liability or obligation (absolute, contingent or otherwise) of a
nature customarily reflected therein or in the notes thereto. The Company has not
Incurred any material iladbllity or obligation (absoiute, contingent or otherwise) since
December 31, 1984 other than in the ordinary course of business or in connection with
the transactions contemplated hereby.

SECTION 6.7  No Meterial Adverse Change

Except as otherwise contemplated herein, since December 31, 1984, there has been
no material adverse change in the assets, properties, business or financial condition of
the Company taken as a whole. Except for events and condlitions relating to businessin = -~ _
general, there Is no event or condition of any character pertalining to such assets,
properties, business or fInancial condition that, to the Company’s knowledge or bellel, -
may ressonably be expected to materially adversely affect such assets, properties,
business or financisl condition of the Company,

SECTION 6.8 Authority Relative to this Agreement

The execution, dellvery and performance of this Agreement by the Company and
consummation of the transactions contemplated hereby will have been duly authorized by
the Effective TIme by all necessary corporate action; will not violate the Certificate of
Incorporation or By-laws of the Company; will not violate any provision of law applicable
to the Company; and will not conflict with, or resuit in the breach or termination of any
provision of, or constitute a default under, or result in the creation of any lien, charge or
encumbrance upon any of the properties, assets, or business of the Company pursuant to,
any material Indenture, mortgage, deed of trust, lease, contract or other instrument or
sgreement oc any order, judgment, award or decree, 10 which the Company is subject or
by which any of its assets or properties may be bound. To the best knowledge of the
Company, the execution, delivery and performance of this Agreement by the Company
and consummation of the transactions contemplated hereby, as related to the Compar:
do not require the consent or approval of any person or publie suthority not heretofore
obtained, other than as specified herein or as previously disclosed in writing to Marmon
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and MR prior to the execution of this Agreement. Subject to approval of the Merger by

the stockholders of the Compeany as provided herein, this Agreement crnstitutes the valid.

and binding obligation of the Company.
ARTICLE VI

Marmon and MR jointly and severaily represent and warrant to the Company as
follows:

SECTION 7.1  Organization and Standing

Each of Marmon and MR s a corporation duly organized, validly existing and in
good standing under the laws of the State of Delawsre and has all requisite corporate

power and authority to enter into and perform its obligations hereunder and to
consummate the Merger.

SECTION 7.1  Capitalization, Stock Ownership, Options, Warrants, Rights

The capital stock of MR is as set forth in the preamble to this Agreement.

SECTION 1.3  Accuracy of Information

Marmon and MR will furnish all such information as may be required under ths
Securities Exchange Act of 1934, as amended, in order to enable the Company to comply
n all material respects with sald Act in connection with the Information Statement and
the Transaction Statement on Schedule 13E-3. No representation or warranty by Marmon
ot MR In this Agreement, nor any statement or certlficate furnished or to be furnished
by oe on behalf of Marmon or MR pursuant to this Agreement, nor any certilicate
delivered to the Company pursuant to this Agreement, nor any information and data

providad by Marmon or MR or to be provided for use in the Information Statement, In the

Transgetion Statement on  Schedule 13E-3, or -in - connection with tha ~actlons
contemplated hereby, contains or shall contain, at the time made, any untrue statement
of a material fect or omits or shall omit a material fact necessary to make the
statements contained therein not misleading.

Marmon will Indemnify and hold harmless the Company, its current ard former
offlcers and directors and any persons which control the Company, {rom and against any
and all llabllities to which such persons may become liable by teason of any inaccurscies
or omissions contained In any information furnished by Marmon or MR to the Company
for use in the Informstion Statement or any amendment or supplement thereto or

furnished by Marmon or MR for use in the Transaction Statement on Schedule 13E-3 or
any amendment thereto.

SECTION 7.4  Authority Relative to this Agresment

The execution, dellvery and performance of this Agreement by Marmon and MR and
consummation of the transactions contemplated hereby will have been duly authorized by
the Effective Time by all necessary corpocate action; will not violate the Certiflcate of
Incorporation or By-laws of Marmon or MR; will not violate any provision of law
applicable to Marmon or MR; and will not conflict with, or result in the dresch or
termination of any provision of, or constitute a default under, or result in the creation of
any llen, charge or encumbrance upon sny of the properties, assets, or business of
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Marmon or MR pursuant to, any material Indenture, mortgage, deed of trust, lease,
contract or other Instrument or agreement or any order, judgment, sward or decree, to
which Marmon or MR ls subject or by which any assets or properties of Marmon or MR
may be bound. To the best knowledge of Marmon and MR, the execution, dellvery and
performance of this Agreement by Marmon and MR and consummation of the
transactions contemplated hereby, as related to Marmon and MR, do not require the
consent or spproval of any person or public authority not heretofore obtalned, other than
as specilled herein or previously disclosed in writing to the Company prior to the
executlion of this Agreement. This Agreement constitutes the valid and bdinding
obligation of Marmon and MR.

ARTICLE vl

The Company covenants as follows:

SECTION 8.1 The Company shall duly call 8 meeting of its stockholders for the
purpose of voting on this Agreement and, in connection therewith, it shall prepare and
file with the Securities and Exchange Commission the required Information Statement
and Transaction Statement on Schedule 13E-3 with respect thereto and shall use its dest
efforts to obtain clearance by the Securitles and Exchange Commission of the mailing of
such Information Statement to its stockholders. It agrees to use its best efforts to obtain
the necessary adoption of this Agreement by its stockholders.

SECTION 8.2 = The Company will econduct its business only in the ordlnary course
and will not, without the prior written consent of Marmon, sell, purchase or grant rights
with respect to any shares of its stock, amend its Certificate of Incorporstion or
By-Laws, make any distribution In respect of any of its stock {except for its regular
quarterly dividend of $.25 per share to holders of Preferred Stock payable In Pebruary
and May, 1985), make total commitments or expenditures for capital items in excess of
$100,000, Incur any indebtedness for barrowed money other than in the ordinary course of
business, grant any genecal or uniform incresse in the rates of pay of its employees other -
" than as required by contract or regularly scheduled increases at times and In amounts
consistent with past compensation practice, undertake any material transactlon (or group
of transactions, the cumulative effect of which would be material).

SECTION 8.3 The Company shall preserve and malintain, so far as practicable, its
assets and property In the same condition as such assets and property are on the date
hereof; provided, however, that the Company shall be permitted to dispose of its
property located at 4201 W. Peterson Avenue, Chicago, lllinois prior to the Effective
Time, on such terms and for such consideration as the Company shall deem sppropriate.

SECTION 8.4 The Company shall use its best efforts 1o preserve its business
organization Intact, to keep available its present key officers and employees, and to
preserve the present relationship with its customers and suppliers and others having

business relationships with it.
ARTICLE IX
SECTION 9.1 The Closing ("Closing™ under this Agreement shail be held at the
offices of Messry. Friedman & Koven, 208 S. LaSalle Street, Chicago, Llizois, at

10:00 A.M., Chicago Time, or at such other place and time as shall be mutusily agreeable
to the parties, on the date of the Effective Time as above deflned. -
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SECTION 9.2 At the Closing, the Company shall deliver, or cause to be .elivered,
to Marmon and MR s certificate of the Company, signed by its Chairman or President,
which shall conflrm the compliance by the Company in all material respects with Its
covenants and agreements contained In this Agreement, the accurscy in all material
respects of the representations and warranties made by the Company in this Agreement
at and as of the Elfective Time, as If made at such time and as contemplated by this
Agreement, and the absence of any change in the assets, properties, business or financlal
condition of the Company since December 31, 1984, which could have a materiaily

adverse effect on the value of its business (other than a change referred to in Section 8.3
above or the Information Statement),

SECTION 3.3 A1 the Closing, Marmon and MR shall deliver, or cause to be
delivered, to the Company a certificate of each of Marmon and MR, signed by each of
their Chalrman or President, which shall confirm the complisnce in all material respects
with {ts covenants and agreements contained in this Agreement, the accuracy in all
material respects of the representations and warranties made by (t In this Agreement at

and as of the Effective Time, as if made at such time and as contemplated by this
Agreement.

ARTICLE X
SECTION 10.1 Conditlons to the Obligations of the Company

The obligations of the Company under this Agreement are, at its option, subfect to
the conditions that:

(a) The representations. and warranties of Marmon and unh"eln ol

contained shall have been true in all material respects when made and, In addition,
shall be true in all material respects on and at the Effective Time with the same
force and effect as though made on and at the Effective Time, except as affected
by transactions contemplated hereby and except for any activitles or transactions
after the date of this Agreement which are made in the ordinary course of business
and are not peohibited by this Agreement.

{d) All consents, walvers, approvals, suthorizations or orders required
for the suthorization, execution and dellvery of this Agreement by Marmon and MR

and the consummation by them of the transactions contemplated hereby shall have
been obtained by Marmon and MR.

(c) Each of Marmon and MR shall have performed in ail material
respects all obligations and agreements and complied with sil covenants and
conditions contsined in this Agreement to be performed and complied with by them
at or prioe to the Effective Time,

(d) The information and data concerning Marmon and MR set forth in
the Transaction Statement on Schedule L3E-3 and the nformation Statement shall
be true and complete, not contain an untrue statement of a matecial fact and not
omit to state a material {act required to be stated therein or necessary in order to
make the statements therein not misleading.
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(e) Not mote than ten nor less than three days preceding the date on
which the Information Statement Is mailed to stockholders of the Company, the
Company shall have received sn updated report from Duf{ and Phelps, Inc., the
financial snalyst snd consultant to the Company, substantislly confirming its
opinion dated April 8, 1985 to the effect that the cash consideration to be paid to
holders of the Common Stock snd Preferred Stock pursuant to this-Agreement is
(air to such stockholders of the Company from a financial point of view, and on the
date of the Stockholders' Meeting and st the Effective Time, such opinion shaill not
have been withdrawn in & manner unsatisfactory to the Company.

(f) At the Closing, Marmon - MR shall have made avalleble to the
Exchange Agent funds in an amount suff:  nt to provide for the payments required
to be made pursuant to Article IV hereol and 10 stockholders of the Company
pursuant to their exercise of appeaisal rights.

®) No person shall have made an offer to merge or consolidate with,
or to purchase all or substantially all of the outstanding shares of Common Stock
and Preferred Stock or substantially al) of the assets of the Company, which offer,
in the opinion of the Bnard of Directors of the Company, is a bona (ide offer which
Is likely 1o result in stockholders of the Company receiving greater consideration
for thelr shares than would be received in connection with the Merger.

SECTION 10.2 Conditions to the Obligations of Marmon and MR

The obligations of Marmon and MR under 1his Agreement are, at their option,
subject to the conditions that:

(o The representations and warranties of the Compeny herein
contained shall have dbeen true in sll materisl respects when made and, in addition,
shall be true in all material respects on and at the Effective Time with the same - -
force and effect as though made on and at the Effective Time, except ss sffected « =~ - =
by the transactions contemplated hereby and except for sny activities or
transactions after the date of this Agreement which are made In the ordinary
course of business and are not prohibited by this Agreement,

®) There shail have been no change after December 31, 1984, in the
assets, properties, business or f{inancial condition of the Company (other than the
disposition referred to In Sectlon 8.03 hereof) which could have s materially
adverse effect on the value of the business of the Company.

{e) All consents, waivers, approvals, authorizations or orders required
for the suthorization, execution and delivery of this Agreement dy the Company
and the consummation by It of the transactions contemplated hereby shall have
been obtalned by the Company.

@ The Company shall have performed In all material respects all
obligations and sgreements and complied with '] covenants sut conditions
contsined in this Agreement to be performed and ~¢.iplie” witee .= it . 3¢ prior to
the Effective Time.

(e) The Information and data concerning the Comgany set.forth in the
Transaction Statement on Schedule 13E-3 and the Information Statement shall be
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true and complete, not contain an untrue statement of 8 material fact and not omit
to state & material fact required to be stated thereln or necessary In order to make
the statements therein not misleading.

SECTION 10.3 Mutual Conditions Applicable

The obligations of the parties hereto under this Agreement are subject to the
following terms and conditions:

(a) Al governmental approvals and actions which may be required in
connection with the Merger shall have been obtained at or prior to the Effective
Time.

(b) This Agreement shall have been adopted by the affirmative vote of

stockholders of the Company as required by the Delaware General Corporation
Law. This Agreement shall also have been adopted by the affirmative vote of the
sole stockholder of MR.

() The consummation of the Merger shall not have been restrained,
enjoined or prohibited by any court or governmental authority of competent
jurisdiction. No material litigation or administrative proceeding shall be pending as
of the Effective Time seeking to restrain, enjoin or prohibit the consummation of
this Agreement or the Merger.

(d The Effective Time of the Merger shail be no later than
December 31, 1985.

ARTICLE XJ

SECTION 11.1 This Agreement may be termirated and the Merger abandoned at
any time not later than the Effective Time (whether or not at the time of sueh

termination or abandonment this Agreement has been adopted by the stockholders of
each of the Constituent Corpocations):

(a) By the mutual consent of the Boards of Directors of the parties
hereto; or
(b} ' By sction of the Board of Directors of the Compsny in the event of

(1) any material breach of a representation or warranty provided herein by Marmon
or MR, which breach is not promptly cured or (ii) in the event that the Company
recelves an offer of the third party to merge with or consolidate into the Company,
oe to purchase all or substantially all of the stock of or assets of the Company,
which offer, in the opinion of the Board of Directors of the Company, is & bona fide
offer whieh is likaly to result in stockhoiders of the Company receiving greater
consideration for thelr shares than would be received in connectjon with the Merger
(which occurrence shall obligate the Company to terminate this Agreement); or

() By sction of the Boards of Directors of Marmon and MR in the
event of sany material breasch of a representation or warranty provided herein by
the Company, which breach is not promptly cured.

-12 -
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The Board of Directors of a party terminating this Agreement and sbandoning the
Merger pursuant to Section 11.1 hereof shall give prompt written notice thereof to the
other party. Upoa such notice this Agreement shall be terminated without further
obligation or ilability upon any party in favor of the other, and no further proceedings
shall be taken in connection therewith.

If any of the partles has the right to terminate this Agreement pursuant to the
provisions of Article XI hereof {other than mandatory termination pursuant to Sectlon
11.1(bX11) above), it may, through action of its Board of Directors, walve such right of
termination, either before or after this Agreement has been adopted by the stockholders
of the Company, by notice in writing to the other parties.

SECTION 11.2 At any time prior to the Effective Time of the Merger, the parties
hereto may, by written agreement, (a) extend the time for the performance of any of "“e
obligations or other acts of the ,artles hereto, (b) waive any inaccurscies in
representations and warranties contained in this Agreement or in any document delivered
pursuant hereto, (c) waive comptiance with any of the covenants or sgreements contained
in this Agreement, or (d) make any other modification of this Ageement, subject to
Sectlon 251(d) of the General Corporation Law of Delaware, approved by thelr respective
Boards of Directors. This Agreement shall not be aitered or otherwise amended except
pursuant to an Instrument In writing executed and delivered on behalf of each of the
parties hereto Nothing in this paragraph shall be construed to limit the right of any
party to terminate this Agreement as provided herein,

ARTICLE X1

SECTION 12.1 Each of the parties hereto shall take, or cause to be taken, all
actlon, and do, or cause to be done, all things necessary, proper or advisable to
consummate and make effective the Merger. Each will cooperate with the others; and

each will use its best efforts_to satisfy the condjtions to the obligations of the .other

partles, e et ieecm ea

- ARTICLE X1

SECTION 13.1 In the event the Merger Is terminatec by any party or sbandoned
pursuant to Article XI, each party shall bear all reasonable costs snd expenses incurred
by It In connection with the transaction contemplated herein, including but not limited to
legsl, auditing and printing costs.

ARTICLE X1V

SECTION 4.1 All notices, requests, demands and other communications shall be
in weiting and shall be deemed duly given if delivered or mailed, postage prepaid:

(a) I to the Company:
The RegO Group, Ine.
39 South LaSalle Street

Chieago, iiiinois 80603
Attentions Chalrman

-1y -
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) {f to Marmon or MR

The Marmon Group, Ine.
39 South LaSalie Street
Chlcago, lllinols 60603
Attention: Chaleman

ARTICLE XV

SECTION 15.1 The representations, warranties and covenants of the parties hereto
shall be deemed to be conditions of the Merger and shall not survive the Effective Time;
provided, however, that the indemnities ol the Company, Marmon and MR provided in
Sectlons 6.5 and 7.3 hereof, respectively, shall continue in effect for a period of two
yesrs (rom the Effective Time.

ARTICLE XV

SECTION 18.1 This Agreement may be executed in any number of counterparts,
each of which shall be original, but such counterparts together shall constitute but one
and the same Instrument.

ARTICLE XVU

SECTION 17.1 It s expressly agreed that this Agreement (except as herein
otherwise stated or disclosed in writing to the other party or parties prior to the
execution of this Agreement) embodies the entire agreement of the parties In relation to
the subject matter hereof and that no understanding or agreement, orsl or written, in
relation thereto exists between the partles except as herein expressly set forth.

IN m'mzss WHEREOF, thls Agreement und Plan of 'Aerger has been signed by the

Chairman of the Board, President or Vice President, and attested to by the Secretary or
Aisistant Secretary, duly authorized, of each of The RegO Group, In¢c., The Marmon
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Group, Inc., and MR Sutsidlary, Ine., and each of said parties has csused ;u corporate
seal to be hereunto affixed, as the respective act, deed and agreement of each of said
corporations on date {irst sbove written.

THE REGO GROUP, INC.
(a Delaware corporation)

-\,

".“"""'4,;
2y

Byr

Viee Prosident

v 246, (Seal)
‘:_.-g“éf:;g._;\..,@y‘
s - THE MARMON GROUP, INC.
(2 Delaware corporation)
“”m;‘m':ﬁ’sh,; B,‘ A > IN%
\ .-"" ' m esident
j EER TR oo R - e

MR SUBSIDIARY, INC.
(a Delaware corporation)

w A0RL
3 I’rf-.sid#t
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THE UNDERSIONED, R. C. Gluth , Yice President o¢ Thg RegO
Group, (no. who executed oa behalf of sald corporation the foregoing Agreement and vlan
of Merger, of which this Certificate is made a part, heredy scknowledges, In the name of
. and on behalf of sald corporation, the foregoing Agreement and Plan of Merger to be the

corporate ast of said corporation and further certifles that, to the best of his knowledge,
Information, and bellef, the matters and fscts set forth therein with respect to the
approval thereof are true In all material respects, under the penaities of perjury.

THE UNDERSIGNED, George A. Jones _, Exee, YP of The Marmon
Group, Ine. who executed oa behalf of sald corporation the foregoing Agreement and Plan
of Marger, of which this Certiflcate Is made » part, hereby scknowledges, in the name of
and on behalf of sald corporation, the foregoing Agreement and Plan of Merger to be the
corporate act of sald corporation and further certifies that, to the best of his knowledge,
Information, and bellef, the matters and facts set forth therein with respect to the
approval thersof are true In all material respects, under the penaities of perjury.

Gerge A Ty

THE UNDRRSIGNED, Robert A, Pritzker , _President of MR Subsidiary,
Ine. who executed on behalf of sald corporatioa the Toregoing Agreement and Plan of
Merger, of which this Certificate is made a part, hersby scimowledges, In the name of
and on behalf of said corporation, the foregoing Agreement and Plan of Merger to be the
corporate act of said corporstion and further certiflies that, to the best of hls knowledge,
information, and beilef, the matters and facts set forth therein with respect to the
approval thereof are true In all material respects, under the penalties of perjury.

g
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THE REGO GROUP, INC.
Secretary’s Certificate

1, Welter S. Rogowski, Secretary of The RegO Group, inc., a Delaware corporation
("Reg0™), do heredy certily, in accordance with the provisions of the General
Corporation Law of the State of Delaware, that the foregoing Agreement and Plan of
Merger, having been duly suthorized and spproved by the Board of Directors of RegO and
signed under its corporate seal by officers of RegO thereunto duly authorized, was duly
adopted by the stockholders of RegO on the 13th day of June, 1985.

C& Secretary A~

MR SUBSIDIARY, INC.
Secretary's Ceetificate

l, Walter S. Rogowski, Secretary of MR Subsidiary, Inc., a Delaware corporation
("MR"), do hereby certify, In accordance with the provisions of the General Corporation
Law of the State of Delaware, that the foregoing Agreement and Plan of Merger, having
been duly authorized and approved by the Board of Directors of MR and signed under its
corporate seal by officers of MR thereunto duly authorized, was duly adopted by the sole
stockholder of MR on the 11th day of April, 198S,

~ Secretary l/[/l/'\ .

. “-_umm.-,_.;

’, .

q ’6 o .....“,-0“'\ ‘\\\\
"l ~ \\“*

inpnpe

N 2T
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Certificate of Agreement of Merger of the "MR SUBSIDIARY, INC.®,
merging with and into the "THE REGO GPOUP, INC.7,

under the name of "THE. RFGO GROUP, INC.®,

as teceived and !iled in this office the twenty-fourth gy of  June,

A.D. 1985, at 9  o'clock AM.
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COMRMAND . DN Mtha N TAX FILE NO. 2057845 YO.AK: INDLEX

CURI®  $TAYT-n D20578-4% MR SULSIDIARY. (NC. SCKREEN. TAX/
® & ® * W A » 1aX HISTURY « % w A R w B
FEY11IUNZEXTENSTION
YEAK TAXES INTERES] FENALTY  UHLLX CHGS DA_H:.’\‘ A STATUS
1985 DUE 30.00
AL JUS THENY
FALD 30.00
FRANCHISE TAX HALANCE: 0.00
COMMAND: DSP SCREEN: FEF FILE NO: 9000013 REQ &: 851750313 INDEX:
AGENT: STAT=1 A90000-13 UNITED STATES CUKHUKATION COMFANY SCREEN: FEF/FEP-
I T I : DOCUMENT FILING UHARGES LI R T T Y B
SEQ CORFORATION FILING FEE MISCELLANEOUS
g DOC DESCRIPTION RCVNG/ INDEX FRANCHISE TAX
01 0B3092% THE REGD GROUF, INC. 20.00
0254C AGREEMENT OF MERGER (DEL.AWARE CORF 25.00 B
. 92 093092t THE KREGO GROUP, INC. 30.00
* 4025C CERTIFICATE OF AGREEMENT OF MERGER
+ 03 2057845 MR SUKIIDIARY, INC.
0251C AGREEMENT UF MERGER (DELAWARE CURF 30.00
.
“GENL CHGS: 105.06 GENL SVC BAL: 105.00
" SPEC CHCS: 0.060 SPEC SVC PRAL: 0.00
0.
COMMAND: DSP SCREEN: FTP FILE NO: 205784% . YEAR: INDEX :
CORP: STAT=M D20578-45 MR SUBSIDIARY, INC. SCREEN: FTP/FT2
L I I I FKRANCHISE TAX PAYMENT HISTORY TR T T S Y R

STATUS: PERM OPEN ACCOUNT LAST CHANGED 06/26/1Y85 BY SAP
PAYMENTS RECEIVED

. SERQ TYPE CHECK ¢ AMOUNT REF STATUS BAITCH DAL FROM SKN
« 0% TRANSFER 30,00 046/20/1985 B8SIT7SO313
TOTAL FAYHENTS: 30.60 FRANCHISE TAX BALANCE: 0.00
COMMENTS : -
£ LY
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State of Delatwcare

Office of the Secretary of State Pace 1

I, 'EDWARD J. FREEL, SECRETARY OF STATE OF TRE STATE OF
DELAWARE, DO HEREBY CERTIFY THE ATTACHED IS A TRUE AND CORRECT
COPY OF THE CERTIFICATE OF AMENDMENT OF "THE REGO GROUP, INC.",

FILED IN THIS OFFICE ON THE TWENTIETH DAY OF JUNE, A.D. 1986, AT
9 O'CLOCK A.M.

( ikl

Edward . Freed, Secretary of State

0830921 8100 AUTHENTICATION: 8588347

971257757 DATE: g-01-97
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F6072/0/45

CSRTIPICATE OFP ANENDMENT

o LD

CERTIPICATE OF INCORPORATION Sun 20198

or 1
WM’? i
w'"" - o

THE RPGQ_GRODP, INC.

Adopted in accordance with the provisions
of Section 242 of the General Corporation
Law of the State of Delavare

e, Vice President and

Secretatry of The Rego Group, Inc. do hereby certify as follovs:

PIRST:
Inc.

That the name of the corporation is The Rego Group,
SECOND: That the Certificate of Incorporation of the
cogporation was filed by the Sacretary of State of Delavare on
the 9th day of November, 1976.

THIRDs That the Certificate of Incorporation of said
Corporation hss deen amended s follovs:

The total number of shares of stock which the

corporation shall have autbority to issue is one

thousand (1,000} shares, all of vhich are common.

The par value of each share s one ce.t ($.01)

amounting in the aggragate to Ten Dollats ($10).

FOURTE; fThat such amendment (s} bave been duly adopted in

aocordance vwith provisions of the General Cotporation Law of the
ftate of Delavate |

(a) by the unanimous written consent of the holders of

01} outstanding shares entitled to vote.

XNID S

-

[}
)
v -
1

\
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IN WITNESS WHEKEOP, we have signed this certificate this
-
'( day of June ¢ 19% .

By

S

Sécretary

A
Vice Pre¥ideNt
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State of Delaiwcare

Office of the Secretary of State Pace 1

I, EDWARD J. FREEL, SECRETARY OF STATE OF THE STATE OF
DELAWARE, DO HEREBY CERTIFY THE ATTACHED IS A TRUE AND CORRECT
COPY OF THE CERTIFICATE OF AMENDMENT OF “"THE REGO GROUP, INC.",
CHANGING ITS NAME FROM "THE REGO GROUP, INC." TO "GROUP R CO.,
INC.", FILED IN THIS OFFICE ON THE TWENTY-THIRD DAY OF DECEMBER,

A.D. 1992, AT 9 O'CLOCK A.M.

B oLt

Edward |. Freef, Secretary of State

.....

0830921 8100 AUTHENTICATION: 8588348
971257757 DATE: 0g-01-97
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{ Vi < STATE OF OELAUARE

¢ SECRETARY OF STATE

,  DIVISICN OF CORPCRATIONS

Ay FILED 09:00 AR 12/23/1992

- 682158052 - 830921 .

CERTIFPICATE OF AMENDMENT OF
CERTIFICATE OF INCORPORATION
(0} 4
THE REGO GROUP, INC.

The undersigned, R. C. Gluth, Vice President, and Robert W.
Webb, Secretary, of THE REGO GROUP, INC., do hereby certify as
toliows:

FIRST: That the name of the Corporation is THE REGO GROUP,
INC.

SECOND: That the Certificate of Incorporation was filed in
the Office of the Secretary of State of Delaware on the 9th day
of November, 1976.

THIRD: That the Certificate of Incorporation of said
Corporation has been amended as follows:

That ARTICLE FIRST of the Certificate of

Incorporation is hereby amended to read as follovs:

"FIRST: The name of the corporation is:
GROUP R CO., INC."

FOURTH: That such amendment has been duly adopted in
accordance with the provisions of Section 242 of the General
Corporation Law of the State of Delaware.

IN WITNESS WHEREOF, the undersigned, being the Vice
President and Secretary hereinabove named, for the purpose of
amending the Certificate of Incorporation of the Corporation,
pursuant to the General Corporation Law of the State of

Delaware, do hereby certify the adoption of the amendment,

LS 002568
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declaring that the facts herein stated are true, and according-
ly have hereunto signed this Certificate this 18th day of

December, 1992.

THE REGO GROUP, INC,

16/

R. C. Gluth
Vice President

Robert W. Webb
Secretary
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June 5, 1974

Mr. Ralprh A. iLambiase

Director - Listings

Tne Pacific Coast Stock Exchange
881 Pine Street

San Francisco, California 94104

Dear Mr. lLambiase;

As a follow up to our recent telephone conversation relating to
the nunier of shares of Golconaa which would be outstanaing upon
conpletion of Cexro's tender offer, I am supplying the following
information which is Lased on an approximation by Cerro of tne
ruiver of snares they have acguired:

Common Stock Outstanding 2,785,595
Cexro's Ownership 2,328,266
Leld Ly Public 457,329
o, 0f bolders (approx.) 1,946
Preferred Stock Outstanding 383,157
Cerro's Ownership 253,400
Held by Public 129,757
No. of Holders (approx.) 709

Just as soon as we receive acefinitive figures reporting the actual
number of shares of each class purchasec by Cerro, I will ujcate
ti:is information for you. I believe that the number of snares, Loth
conmon and preferred, whiclh will remain in thne public's nanus, will
still Le more than required to maintain our listing. I beiieve it
is the intention of the Company to continue its listing.

SLould you have any questions, please do not hesitate to call nme.

sincerely,

J.M. Stogin

IuBzcs LS 002570
cc: Mr. Gordon P. Smith . -
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- - oy
- - (=7 COLCONDA CORPORATION

a@C WEST PETERSCN AVvEN' 1T CmicAGL (LLINOIS 80698

RICHARD S. SLOMA

Prosicent

March 10, 1975

Ch.el Execut.ve Offizer

Mr. W. Featherstone cc: D. A. Gardiner
Golconda Mining Corporation G. P. Smith '
P.0. Box 469 : J. M. Stogin(///

Scott Building
Wallace, Idaho 83873

Dear Wray:

This letter is occasioned by the recent organizational
and reporting changes which call for a fresh review of all
corporate activities and operations. It will take learning
on my part because, as you know, I have not been involved
with your operation heretofore.

I am aware that you have had some prior contact with

Cerro management and I would appreciate it if you would
please bring me up-to-date on major situations, particularly
the status of disposition of the various share holdings.
In that regard, it is my recollection that it was considered
and discussed, at least, that the security and other holdings
were to be transferred to Golvest. What was the decision on
that, Wray?

: In regard to the statement of February expenses in
the amount of $7,768.66, it would be appreciated if you
could please forward copies of the complete supporting
detail.

I have been advised that F. F. Schauder may visit with
aou soon to become familiar with the details of the operation.
hen I learn of the date, I will confirm with you to assure
your presence.

I hope this letter inflicts minimum inconvenience for you,
Wray, but with the departure of Gordon Smith and Don Adams
from day-to-day operations, the coordinating task has fallen to
me.

Look forward to your response and to seeing you soon.

Regards,

i

’ Richard S. Sloma
President § Chief LS 002571

Executive Officer

. Golc - CDA dm - 1605
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SECURITIES AND EXCHANGE COMMISSION
Washington, D. C. 20549

FORM 10-Q

QUARTERLY REPORT UNDER SECTION 13 OR 15(d) OF
THE SECURITIES EXCHANGE ACT OF 1934

For Quarter Ended September 30, 1976 Commission file number 1-848

GOLCONDA CORPORATION

(Exact name of registrant as specified i1in 1its charter)

IDAHO 82-0122540
(State or other jurisdiction of (L.R.S. kmployer
incorporation or organization) Identification No.)
39 SOUTH LASALLE STREET, CHICAGO, ILLINOIS 60603
(Address of principal executive offices) (Z1p Code)
Registrant's telephone number, including area code (312) 372-9500

Common stock outstanding as of September 30, 1976:

2,777,627 shares without par value

Indicate by check mark whether the registrant (1) has filed all
reports required to.be filed by Section 13 or 15(d) of the Secur-
ities Exchange Act of 1934 during the preceding 12 months (or for
such shorter period that the registrant was required to file such
reports), and (2) has been subject to such filing requirements for
the past 90 days. _ Yes _ X No

LS 002591
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Summarized Financial Information

GOLCONDA CORPORATION
CONSOLIDATED STATEMENT OF UPERATIONS
Three Months Ended September 30, 1976 and 1975
(In Thousands of Dollars Except Per Share Data)

(Unaudited)
1976 1975
Net sales from manufacturing operations $ 6,054 $ 4,969
Cost of goods sold 4,400 4,096
Gross profit from manufacturing operations 1,654 873
Selling, general and administrative expenses 1,247 1,259
Interest expense 149 163
Interest income ( 151) ( 131)
Other (income) expense, net 87) 49
_ LTTTSE_ 1,340
' Earnings (loss) from continuing operations
before income taxes:
Manufacturing ' 496 ( 467)
Investments ' ( 149) -
C &4e7)
Income tax provision (Notes 2 & 6) 173 -
Earnings (loss) from continuing operations 174 ( 467)
Discontinued operations
Loss on disposal of divisions, net of
income taxes of $34 (Notes 3 & 4) - (  34)
Net earnings (loss) $ 174 $( 501)
Earnings (Loss) per Share Information (Notes 2 & 7)
Earnings (loss) per common share:
From continuing operations $ .03 $C .20)
Discontinued operations - ( .02)
Net earnings (loss) $ .03 $C .22)
Dividend per common share $___ - $__ -
Weighted average common shares outstanding
" (in thousands): 2,778 2,785
See accompanying notes to summarized financial information.

LS 002592
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‘GOLCONDA CORPORATION
CONSOLIDATED STATEMENT OF OPERATIONS
Nine Months Ended September 30, 1976 and 1975
(In Thousands of Dollars Except Per Share Data)

(Unaudited)
1976 1975
Net sales from manufacturing operations $ 18,975 $ 16,060
Cost of goods sold (Note 1) 15,668 13,468

Gross profit from manufacturing operations 3,307 )
Selling, general and administrative expenses

Interest expense 444 551
Interest income (  441) (  343)
Other (income) expense, net (Note 5) ( 220) 1,016

3,Z7I ~ 5,120

Loss from continuing operations
before income taxes:

Manufacturing ( 164) ( 2,528)
Investments (175 -
¢ 339) - Z,528)
Income tax provision (Notes 2 & 6) ( 169) -
Loss from continuing operations ( 170) ( 2,528)
Discontinued operations
Loss on disposal of divisions, net of
income taxes of $547 (Notes 3 & 4) - ( 547)
Net loss $¢C 170) $( 3,075)
Loss per Share Information (Notes 2 & 7)
Loss per common share:
From continuing operations $C .16) $§C 1.01)
Discontinued operations - ( .20)
Net loss . : $( .16) $ 1.21)
Dividend per common share $ - $ -
Weighted average common shares outstanding
(in thousands): 2,783 2,785

See accompanying notes to summarized financial information.

LS 002593
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GOLCONDA CORPORATION
CONSOLIDATED BALANCE SHEET
SEPTEMBER 30, 1976
(In Thousands of Dollars)

(Unaudited)
ASSETS
Current assets:
Cash $ 175
Commercial paper 10,500
Notes and accounts receivable, less allowance
for doubtful receivables of $106 4,353
Inventories: '
Raw materials and supplies 1,504
Finished goods and work in process ~ 8,116
Income taxes: _
Refund receivable 1,211
Deferred 847
Prepaid expenses and sundry deposits 185
Investments held for sale--at estimated
realizable value : 175
Assets of businesses held for sale--at
estimated realizable value 536
Total current assets 27,352
Property, plant and equipment--at cost:
Buildings and improvements 2,947
Machinery, equipment and tools _ 6,951
Office furniture and fixtures 247
lated d ( 5.760)
Less accumulate epreciation
4,385
Land 598
Excess of cost over underlying equity of net
assets acquired 3,135
Deferred debt expense-less amortization on the
bonds outstanding method 306
Sundry 49
Total Assets $36,075

See accompanying notes to summarized financial information.

LS 002594
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GOLCONDA CORPORATION
CONSOLIDATED BALANCE SHEET
SEPTEMBER 30, 1976
(In Thousands of Dollars)

(Unaudited)
LIABILITIES
Current liabilities:
Current maturities of long-term debt (Note 8) $ 95
Accounts payable 1,608
Accounts payable-parent (Note 10) 1,507
Accrued liabilities:
Salaries and wages ' 262
Property and payroll taxes 333
Interest 74
Employee benefits 17
Other 759
Total current liabilities ;
Long-term debt (Note 8) 6,566
Deferred income taxes 643
Contingent liabilities (Note 11) -
STOCKHOLDERS ' EQUITY
Capital stock (Note 9):
Preferred (Redemption and liquidation wvalue $14,306) 381
Common 774
Additional contributed capital 5,654
Retained earnings 17,957
l ?
Less treasury stock--at cost ( 5553)
Total Liabilities and Stockholders' Equity $ 36,075
See accompanying notes to summarized financial information.
LS 002595
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. GOLCONDA CORPORATION
CONSOLIDATED STATEMENT OF STOCKHOLDERS' EQUITY
Nine Months Ended September 30, 1976
(In Thousands of Dollars)

(Unaudited)
Additional .
Preferred Common Contributed Retained Treasury
Stock Stock Capital Earnings Stock

Balance January 1, 1976 $ 383 § 774 $ 5,674 $18,413 §( 520)
Conversion of 67 convert-

ible preferred shares

to 100 common shares
Repurchase of stock:

Common, 8,068 shares (¢ 35

Preferred, 1,605 shares ( 2) ( 20)
Preferred cash dividends ( 286)
Net loss , ( 170)
Balance September 30, 1976 $__ 381 $ 774 $ 5,654 $17,957 $( 555)

N

See accompanying notes to summarized financial information.

Total

$24,724

35)
22)

286)
170)
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GOLCONDA CORPORATION
CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION
FOR THE NINE MONTHS ENDED SEPTEMBER 30, 1976
(In Thousands of Dollars)
(Unaudited)

Sources of Working Capital: .

Working Capital Provided by Operations

Net loss $C 170)

Items not requiring outlay of working
capital

Depreciation 584

Amortization of deferred expenses 30

From operations 444

Other : 125

Working capital provided 569

Dispositions of Working Capital:

Repurchase of stock 57
Additions to property, plant and equipment 366
Preferred cash dividends 286
Reduction of long-term debt 140
Dispositions of working capital 849
Decrease in Working Capital $( 280)

See accompanying notes to summarized financial information.

LS 002597
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GOLCONDA CORPORATION

Notes to Summarized Financial Information

(Unaudited)

The accompanying summarized financial information, which is
for interim periods, does not include all disclosures provided
in annual financial statements. This summarized financial
information should be read in conjunction with the consolidated
financial statements and the footnotes with respect thereto
contained in the Company's 1975 Annual Report to Shareholders.

1. The financial information included herein has been
prepared from the records of the Company without audit
and, in the opinion of management, reflects all adjust-
ments necessary to the fair presentation of the
financial statements, including, in the second quarter
of 1976, a provision for inventory obsolescence of
$1,200,000 in cost of sales. The results for the
quarter and nine months ended September 30, 1976 are
not necessarily indicative of the results to be ex-
pected for the current year.

2. The loss for the quarter and nine months ended
September 30, 1975 has been restated as follows (in
thousands, except per share data):

Quarter Nine Months
As Previously As As Previously As |
Reported Restated Reported Restated

Loss from continuing

operations before

income taxes $(467) $(467) $(2,528) $(2,528)
Income tax benefit 236 - 1,266 -
Loss from continuing

operations (231) (467)_ (1,262) (2,528)
Net loss (265) (501) (1,809) (3,075)
Net loss per common

share $(.13) $(.22) $C .75) $C 1.21)

LS 002598
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Golconda incurred substantial tax losses in 1975,
excluding the 1974 gains from the sale of Hecla Mining
Company stock accounted for on the installment method

for tax purposes. As previously reported, taxes on the
Hecla gains were provided at the 307 capital gains

rate. Because of the effect of the substantial tax
losses from operations and the recognition of the Hecla
gain in 1975, additional taxes of $236,000 and $1,266,000
were required to be provided in the quarter and nine
months ended September 30, 1975, respectively, since

the Hecla gain was effectively taxed at the 487 statutory
rate.

The restatements do not require a change in Golconda's
reported results of operations for the full year 1975,
but relate solely to interim periods thereof.

In February, 1975 Golconda entered into an agreement to
sell the Bastian-Blessing Division (B-B). A $2,190,000
provision for loss on the sale, comprised of the write-
off of $1,240,000 of goodwill applicable to B-B and a
$950,000 loss on disposal of net assets, net of a
$950,000 tax benefit, was reflected in the financial
statements for the year ended December 31, 1974. The
final agreed cash price amounted to $3,850,000 and
resulted in an actual loss of $2,406,000. The additional
loss of $216,000, which is net of a tax benefit of
$146,000, was recorded in 1975. Of this loss, $204,000,
net of tax benefit of $204,000, was recorded in the
first nine months of 1975.

In April, 1975 Golconda entered into an agreement to
sell its Pioneer Astro Industries Division (PAI)
contracts business, The final loss of $519,000 was
based upon a cash price of $1,184,000, net of $487,000
tax benefit. The loss estimated in the first nine
months of 1975 represents the results of operations and
a preliminary estimate of loss of $343,000 on disposal
of the contracts business, net of a tax benefit of
$343,000.

In May, 1975 Golconda ceased operations at its Golconda
Metals Division (GMD) plant in Alsip, Illinois. The
original estimate of loss reported in the second quarter
of 1975 was $1,028,000 and was included in other (income)
expense, net in the Consolidated Statement of Operatioms.

LS 002599
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For the quarter and nine months ended September 30, 1976
and 1975, the provision (benefit) for income taxes con-
sisted of (in thousands):

1976 1975
Quarter Nine Months Quarter Nine Months
Current:
Federal $ 45 $(1,188) S( 34) $( 547)
State ( 29) ( 8) - -
Deferred 157 1,027 - -
$__173 $T_ 1869 $C 38 $T__547)

Deferred income taxes result from differences in the recog-
nition of revenue and expense for tax and financial statement
purposes and consist of the following:

1976
Quarter "Nine Months
Realization of reserves:
Inventory $ 126 $§ 626
GMD loss 47 297
PAI loss « 7 63
Excess of tax over book :
depreciation - 40
Other ( 9) 1
$ 157 $1,027

For the quarter and nine months ended September 30, 1975, no
tax benefit for the loss from continuing operations. was pro-
vided. See Note 2 for discussion and restatement.

Golconda has been included in the consolidated Federal
income tax return filed by its parent, Cerro-Marmon
Corporation, owner of approximately 85% of its voting
securities, since May, 1974.

Earnings (loss) per common share was computed based on the
weighted average number of common shares outstanding in each
quarter, after recognition of dividend requirements on pre-
ferred stock. Conversion of the $1 par value cumulative
convertible preferred stock and the 7% convertible sub-
ordinated debentures was not assumed because of the anti-
dilutive effect in both periods.

LS 002600
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8.

Long-term debt at September 30, 1976 is comprised of:

7% convertible subordinated debentures,
due January 1, 1990 $4,095,000

10% first mortgage note, payable in
monthly installments of §$28,975
including interest, final payment

due April 1, 1990 2,566,000
6,661,000
Less current maturities 95,000

$6,566,000

The 7% convertible subordinated debenture agreement contains
certain covenants, the most restrictive of which provide,
among other things, that the Company:

Will maintain consolidated net working capital of
$10,000,000. At September 30, 1976, consolidated
net working capital was $22,947,000.

Will not pay cash dividends or acquire for cash

any shares of its common stock in excess of $1,000,000
plus its cumulative consolidated net income after
November 30, 1969. At September 30, 1976, retained
earnings in the amount of $4,033,000 were free of

such restrictions.

In connection with the 77 convertible subordinated
debenture agreement, the Company has issued warrants
entitling the holders thereof to purchase, at a price
per share of $14.51, up to 292,467 shares of the
Company's common stock. These warrants expire
January 15, 1979.

The trust indenture underlying the convertible subordinated
debentures provides, among other things, that the
debentures are redeemable at the Company's option at
prices ranging from 104.07% in 1976 to 100% in 1984;

that annual sinking fund payments of $325,000 are
required beginning in 1976 (such payments can be reduced
by the principal amount of debentures acquired by the
Company or converted into common stock, and, as a
result, all of the 1976 and 1977 installments and all
but $70,000 of the 1978 installment have already been
satisfied); that the Company has an option to make
additional annual payments of $325,000 and that the
debentures are convertible into shares ¢f common stock
at a conversion price of $10.67 per share (subject to
non-dilution provisions). -

LS 002601
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10.

Preferred stock consists of 934,406 authorized shares
of $1.00 par value, of which 381,485 shares are issued
and outstanding at September 30, 1976.

The preferred stock is entitled to a preferential
cumulative annual dividend at a rate of $1.00 per
share. The shares are redeemable at the option of the
Company at $37.50 per share plus unpaid cumulative
dividends. The aggregate redemption and liquidation
value at September 30, 1976 is $14,305,687. The pre-
ferred stock has liquidation rights over the common
stock in any final distribution and is entitled to one
vote for each share held.

The preferred shares are convertible into common shares
at the option of the holder at the rate of one and one-
half shares of common stock for each preferred share
held. This conversion rate is subject to non-dilution
provisions,.

Common stock consists of 7,500,000 authorized shares,
without par value, of which 2,777,627 shares are out-

- standing. At September 30, 1976, 1,248,481 shares of

authorized but unissued common shares have been reserved

as follows: 572,228 shares upon conversion of preferred
stock; 383,786 shares upon conversion of the 77 convertible
subordinated debentures and 292,467 shares upon exercise

of warrants for the purchase of common stock. At

September 30, 1976, there are 79,318 shares of common

stock held in the treasury.

Transactions between the Company and Cerro-Marmon
Corporation and its subsidiaries for the nine months
ended September 30, 1976 and 1975 include the following:

1976 1975

Purchases $3,327,000 $2,287,000
Management fee $ 86,000 -
$ 64,000

Interest income $ -
Sales $ 18,000 $ 19,000

The Company does not have any other material transactions
with Cerro-Marmon Corporation and its subsidiaries

other than certain expenses paid by Cerro-Marmon and
charged to the Company which are directly attributable

to the Company. Cerro-Marmon Corporation did not

charge the Company a management fee in 1975.

LS 002602
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11.

The Company is one of 35 defendants in a class action by

a shareholder of United States National Bank of San Diego,
in Fred H. Harmsen, et al vs. C. Arnholt Smith, et al,
filed on October 29, 1973, in the United States District
Court for the Southern District of California. The plain-
tiff purports to be acting in a derivative capacity on
behalf of the shareholders of the bank. The complaint
seeks damages and other relief on behalf of the shareholders
of the bank on account of alleged violations of federal
securities laws, illegal loans, improper acts of the bank's
girectors, and conspiracy to commit the foregoing acts and
raud.

In the opinion of the Company and legal counsel, the
exposure of Golconda Corporation to any liability seems
very remote in that the corporation's only connection
with the United States National Bank or with C. A. Smith
is that some of Golconda Corporation's stock was at one
time possessed by one of the Smith-dominated corporations.
There have not been any material transactions between the
Company and the other defendants and the United States
National Bank of San Diego, and it is management's opinion
that there are no facts, nor have any been specifically
alleged, relating to Golconda warranting inclusion of the
Company in the complaint. An identical class action suit
was filed by the plaintiff in the Superior Court in and
for the County of San Diego to toll the statute of limita-
tions in the State Court, but to date this suit has not
yet been formally served upon Golconda Corporation.

On February 6, 1976 the Company filed suit against

H. Arnsteen, Inc. and Harold Arnsteen (hereinafter col-
lectively referred to as the "Arnsteens') for breach of
contract in a case entitled Golconda Corporation vs.

H. Arnsteen, Inc. and Harold Arnsteen, Civil Action
File No. 76 C 442 in the United States District Court
for the Northern District of Illinois, Eastern Division.
The breach of contract action related to the sale by
the Company to the Arnsteens of the stock of Pioneer
Astro Industries, Inc. and the agreement by the Arnsteens
to both fulfill the obligations of a lease with twenty-
seven months remaining thereon and also to pay certain
accounts payable of Pioneer Astro Industries, Inc. The
Arnsteens defaulted in their obligations to fulfill the
lease obligations and the obligations concerning
accounts payable, and the Company was required, due to
said defaults, to perform the obligations which the
Arnsteens failed to perform.

LS 002603

Golc - CDA dm - 1618



12.

On April 7, 1976 the Arnsteens filed their Answer to

the Company's Complaint and also filed a Counterclaim
naming the Company and several individuals and companies,
including Cerro-Marmon Corporation, the parent corporation
of the Company, as Counterclaim-Defendants. In the
Counterclaim, the Arnsteens allege that the Company and
the Counterclaim-Defendants defrauded and misled the
Arnsteens and failed to comply with state and federal
securities acts with respect to the sale of the stock

of Pioneer Astro Industries, Inc., and the Arnsteens'
prayer for relief requested that the court rescind the
sale of the stock of Pioneer Astro Industries, Inc. and
that the Counterclaim-Defendants pay to the Arnsteens

an amount equal to the amount paid for the stock of
Pioneer Astro Industries, Inc., together with interest
and an amount equal to such other damages as may be
proved by the Arnsteens. In the opinion of the Company
and legal counsel, the Counterclaim is without merit,

and the exposure of the Company is minimal.

The lawyers which previously represented the Arnsteens
have withdrawn as their counsel and currently the
Arnsteens are not represented by counsel in this matter.
The Company has filed a motion to dismiss the Counter-
claim for failure to state a claim, and on October 22,
1976 the court dismissed the Counterclaim.

As of September 30, 1976, there were no other pending
legal proceedings to which the Company or any of its
subsidiaries is a party, or to which any of their
property is subject, the results of which are likely
to be materially adverse to the Company. In addition,
there are no suits or proceedings pending or, to the
knowledge of the Company, threatened, under any civil
rights or environmental protection statutes, which,

in the aggregate, could have a materially adverse
effect on the Company.

The Company is purchasing its debentures, preferred
stock and common stock, both in open market transactions
and direct from security holders. Purchases of the
debentures and preferred stock are being made at current
market prices as they exist from time to time. Purchases
of the common stock are being made in accordance with
volume and price guidelines contained in proposed Rule
13e-2 under the Securities Exchange Act of 1934. This
purchase program will extend for an indefinite period

of time. The program may be suspended at any time or
from time to time as to one or more of the three
securities.

LS 002604
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Management Analysis of Variations in Operations

a) Three Months Ended September 30, 1976 and 1975:

b)

Three

Sales in the third quarter of 1976 rose $1,085,000
or 227 over the same period in 1975. On the
average, selling prices have increased 97 overall
since September of 1975. The remainder of the
increase is due to unit sales volume and sales
mix.

Cost of goods sold rose $304,000 or 7%. This
increased as sales volume increased, but was
affected by sales mix, as much of the increased
volume was higher margin products. The cost of
goods sold increase was also affected by favorable
overhead variances.

Selling, general and administrative expenses
decreased 17. Interest expense decreased $14,000
or 97 due to the decrease in outstanding debrt.
Interest income increased $20,000 or 137 due
primarily to the increase in short-term invest-
ments. - Other income in the third quarter of 1976
increased $136,000 principally because the third
quarter of 1975 included a $127,000 loss provision
related to the write-down of the Company's advances
to and investments in various foreign joint ventures.
The loss from investments at September 30, 1976 is
primarily an additional write-down of mining

stgcks and related assets to estimated realizable
value.

Months Ended September 30, 1976 and June 30, 1976:

Sales in the third quarter of 1976 decreased
$552,000 or 8% from the second quarter of 1976.
Volume decrease was the principal reason for the
decrease. This volume decrease can be attributed
to the annual plant vacation shutdowns that occur
in the third quarter. This decrease in volume was
offset partially by selling price increases in
July (average 3.27% price increase).

Cost of goods sold decreased $1,813,000 or 29%.

The second quarter of 1976 included the inventory
obsolescence adjustment of $1,200,000. The decrease,
excluding the $1,200,000, was in line with the
volume decrease in sales.
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Selling, general and administrative expenses
decreased $24,000 or 2%. Interest expense in-
creased $3,000 or 2%. Interest income rose $18,000
or 137% due to a slight increase in short-term
investments, as well as a change to higher yield
investments. Other income decreased $1,000 or 17%.
The loss from investments for the quarter ended
September 30, 1976 is due primarily to an addi-
tional write-down of mining stocks and related
assets to estimated realizable value. '

¢) Nine Months Ended September 30, 1976 and 1975:

Sales for the first nine months of 1976 rose
$2,915,000 or 18% over the same period of 1975.
On the average, selling prices have increased 9%
overall since September of 1975. The increase in
sales was also affected by an increase in unit
sales volume and sales mix.

Cost of goods sold increased $2,200,000 or 16%.
$1,200,000 of the increase is due to the inventory
obsolescence adjustment recorded in the second
quarter of 1976. Cost of goods sold also increased
due to the sales volume increase, but not as rapidly
since much of the increased volume was higher
margin products. The cost of goods sold increase
was also offset somewhat by favorable overhead
variances.

. Selling, general and administrative expenses
decreased $208,000 or 5% due principally to de-
creased personnel and related expenses. Interest
expense decreased $107,000 or 197 due primarily to
the decrease in outstanding debt. Interest income
rose $98,000 or 29% due primarily to the increase
in short-term investments. Interest income in
1976 included $55,000 from a note receivable
related to the B-B sale which was collected in
April 1976. Other income in the first nine months
of 1976 increased $1,236,000 principally because
the same period in 1975 included the GMD loss
provision of $1,028,000 and a $133,000 loss pro-
vision related to the write-down of various foreign
joint ventures. The loss from investments for the
nine months ended September 30, 1976 is primarily
the write-down of mining stocks and related assets
to estimated realizable value. ‘
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Other Financial Information

See Golconda Corporation's report on Form 8-K for the month of
July, 1976 which by reference is hereby incorporated herein,
relating to the provision for inventory obsolescence. No report
on Form 8-K was required to be filed during the three months

ended September 30, 1976 with respect to any change in indepen-
dent accountants. '
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Sales of Unregistered Securities (Debt or Equity)

There were no sales of unregistered securities as defined in
Section 2(1) of the Securities Act of 1933 during the period
ended September 30, 1976.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act
of 1934, the registrant has duly caused this report to be

signed on its behalf by the undersigned thereunto duly

authorized.

Date: November 8, 1976

Date: November 8,

1976

GOLCONDA CORPORATION

(Reglstrant)

'/s/ D. R. Nomura

'D. R. Nomura, Treasurer

/s/ T. L. Seifert

T. L. Seifert, Secretary
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SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

For the Year Ended Commission File Number
December 31, 1977 1-848 '

The RegO Group, Inc.

(Exact name of registrant as specified in its charter)

Delaware 36-2891460
{State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification Number)
39 South LaSalle Street, Chicago, lllinois 60603
(Address of principal executive offices) (Zip Code)

Registrant’s telephone number, including area code (312) 372-9500

Securities registered pursuant to Section 12(b) of the Act:

Title of each class Name of each exchange on which registered
$1.00 Cumulative
Convertible Preferred Stock Paclific Stock Exchange
Common Stock Pacific Stock Exchange, Spokane Stock

Exchange and Intermountain Stock Exchange
Securities registered pursuant to Section 12(g) of the Act:

7% Convertible Subordinated Debentures due January 1, 1990
Title of Class

indicate by check mark whether the registrant (1) has filed all reports required to be filed by
Section 13 or 15(d) of the Securities Exchange Act of 1934 during the preceding 12 months (or
for such shorter period that the registrant was required to file such reports), and (2) has been
subject to such filing requirements for the past 90 days.

Yes »» No

Indicate the number of shares outstanding of each of the issuer’s classes of common stock, as of
the close of the period covered by this report.
Common stock outstanding as of December 31, 1977:

2,690,644 shares LS 002610
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Part |

ITEM 1.
BUSINESS

On June 17, 1977 the shareholders approved a change in the state of incorporation from ldaho
to Delaware by merging Golconda Corporation into The RegO Group, Inc. (the “Company”) (for-
merly Rego Company), a wholly-owned Delaware subsidiary.

The Company designs, develops, manufactures and markets pressure regulators, vaives and
other control equipment for LP-gas and anhydrous ammonia; pressure regulators, cylinder valves,
manifolds and other control equipment for compressed gases and gas welding and cutting equip-
ment. The Company also manufactures and markets a line of fittings for use with copper tubing,.
garden and air hoses. A common characteristic of these products is the control of the flow of gases
and liquids under a wide variety of temperatures and pressure extremes. The products are sold
principally in the United States through full-time salesmen, distributors and manufacturer's agents.
A significant portion of the sales are to the petroleum, construction and plumbing industries. In
1977, approximately 12% of its sales were to one customer. Its five largest customers accounted
for about 29% of its sales.

Competition

The Company is subject to intense competition from older and larger firms having greater
financial resources and from smaller local and regional competitors which have advantages deriving
from proximity to local markets.

Backlog

As of December 31, 1977, the Company’s backlog of orders totaled $6,055,000, all of which are
expected to be filled in 1978. At December 31, 1976, the backlog amounted to $5,645,000. Backlog
amounts are not necessarily indicative of sales for subsequent periods because of the short lead
time between receipt of order and delivery.

Materials

Raw materials and components used in the manufacturing operations are available from more
than one supplier, although certain parts and materials are obtained from a single supplier.

Research and Development
The dollar amount of expenditures during the last two years was not material.

Number of Employees
The Company has approximately 800 full-time employees at December 31, 1977.

Environmental Matters

The Company is subject to environmental regulation by federal, state and local authorities.
There are no known material expenditures required for poliution control equipment under applicable
environmental laws.

Business Segment Information

The Company's continuing manufacturing operations are, and have been for the last five years,
engaged in one industry—the production of regulators and other devices to control the flow of gases
and liquids. Information with respect thereto appears on page 12 of the Company's 1977 Annual
Report to Shareholders and is hereby incorporated by reference. "

ITEM 2. | LS 002611

SUMMARY OF OPERATIONS

The Summary of Operations for the four years ended December 31, 1977 and for the year
ended November 30, 1973 and Management's Discussion and Analysis of Results of Operations

1
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appear on pages 13, 14 and 15 ot the Company's 1977 Annual Report to Sharehoiders and are hereby
incorporated by reference. .

ITEM 3.

PROPERTIES

Manufacturing operations are conducted at two Company-owned locations in the Chicago area
having an aggregate of approximately 350,000 square feet of floor space. A distribution center with
approximately 9,000 square feet located in Saddle River, New Jersey is leased for an annual rental
of $29,400. In the opinion of management, the manufacturing facilities are well maintained and
suitable for their intended use.

ITEM 4.
PARENTS AND SUBSIDIARIES

Parent

The Marmon Group, Inc. (Marmon), a Delaware corporation, (a subsidiary of GL Corporation,
which owns 82% of the voting interest in Marmon) located at 39 South LaSalle Street, Chicago,
lllinois, 60603, owns 76% of the Company’s preferred stock and 90% of its common stock, consti-
tuting 88% of the outstanding voting stock and is deemed the parent of the Company.

Subsidiaries

The Company had no significant subsidiaries at December 31, 1977. On January 27, 1978, the
Company's principal operating division ("'RegQ’) was merged into RegO Company, a newly formed
wholly-owned Delaware subsidiary.

ITEM 8.

LEGAL PROCEEDINGS
A discussion of pending legal proceedings and contingencies appears on page 10 of the
Company's 1977 Annual Report to Shareholders and is hereby incorporated by reference.

ITEM 8.

INCREASES AND DECREASES IN OUTSTANDING SECURITIES AND INDEBTEDNESS
Number
of shares

(A) Cumulative Convertible Preferred Stock
Balance December 31,1978 ...............cvvevnnn. 380,802
Purchased duringtheyear ...........c.c.cvviveneeenn. 12,628
Balance December 31, 1977 .........ccciviiiiennnnn 368,274
(B) Common Stock
Balance December 31, 1976 ........................ 2,774,392
Purchased duringthe year ...................c..... 83,748
Balance December 31, 1977 ..............c.vvvnnn.. 2,690,644
(C) 7% Convertible Subordinated Debentures, due Face Value
January 1, 1990
Balance December 31, 1976 ................ccvn.... $3,976,000
Purchased duringtheyear ................c.c.vvenn. 6,000
Balance December 31 1977 ............ccovivrnn. .. $3,970,000
ITEM 7. ' o

CHANGES IN SECURITIES AND CHANGES IN SECURITY FOR REGISTERED SECURITIES

No response to this item is required since the information called for herein has been previously
reported in a report on Form 10-Q.

LS 002612
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ITEM 8. -
DEFAULTS UPON SENIOR SECURITIES
There have been no defauits upon any senior securities during the year.

ITEM 9.
APPROXIMATE NUMBER OF EQUITY SECURITY HOLDERS

Number of record
holders as of

Title of class December 31, 1977
Cumulative Convertible Preferred Stock .................... 598
Common StOCK ....... ..ttt ittt i e 1,233
7% Convertible Subordinated Debentures, due January 1, 1990 643
Warrants to purchase Common Stock at $14.51 per share,
expiring January 15, 1979 . ......... . i ittt 4

ITEM 10.

SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No response to this item is required since the information called for herein has been previously
reported in a report on Form 10-Q.

ITEM 11,

EXECUTIVE OFFICERS OF REGISTRANT

Listed below are the names, ages and business experience during the past five years of each
executive officer. There are no family relationships between any of the executive officers.

Gordon Paul Smith (61) Chairman of the Board since June 1974, President and Chief
Executive Officer (February 1972 to June 1974). Chairman of
the Executive Committee since 1971 and a Director since
September 1970.

John R. Morrill (61) President and Chief Executive Officer since May 1975. Director
since June 1975. Prior to joining the Company, a Senior
Vice President with Automation Industries (1971-1975).

Robert C. Gluth (53) Vice President and Director since December 1975; Treasurer
since June, 1977. Elected Executive Vice President of Marmon
in September 1976. Elected a Director of Marmon in November
1975 and Vice President in February 1976. Elected a Vice
President of Cerro Corporation in May 1975 and a Director in
June 1975. A Vice President of The Marmon Group, Inc.
(Michigan) since February 19870.

Thomas L. Seifert (37) Secretary and General Counsel since December 1975. Elected
Secretary and Legal Counse! of Marmon in January 1976 and
Associate General Counsel and Assistant Secretary of Cerro
Corporation in October 1975. Prior to joining Cerro, Associate
General Counsel for Canteen Corporation.

Charles B. Cranford (40)' Vice President—Controller since January 1974. Controller of
RegO since January 1973. _ _

Donald V. Ytterberg (51) Vice President since December 1972,

ITEM 12,

INDEMNIFICATION OF DIRECTORS AND OFFICERS

The General Corporate Law of the State of Delaware provides au’ihqrity for the indemnification
of directors and officers in the defense of civil and criminal actions. The Bylaws of the Company
provide for the indemnification of directors and officers to the full extent and in the manner per-
mitted by the taws of the State of Delaware. The Company has no insurance with respect to such

indemnification. LS 002613
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ITEM 13.
FINANCIAL STATEMENTS, EXHIBITS FILED, AND REPORTS ON FORM 8-K
(a) Listed below are the financial statements and exhibits filed as part of this report:
(1) Financial Statements—see page 6.
(2) Exhibits—
(A) Calculation of income per share.

(B) Letter from the Company’s certified public accountants commenting on changes
in the accounting principies or practices followed by the Company.

(C) Certified copy of Board of Directors’ Resolution recommending change of name
of the Company, the consent by less than all the shareholders to change ¢f name
of the Company and a Certificate of Amendment of Certificate of Incorporation.

{b) No report on Form 8-K was required to be filed during the three months ended December
31, 1977.

Part Il

ITEMS 14 THROUGH 18, INCLUSIVE

Information called for by items 14 through 18, inclusive, in Part Il is not filed at this time
pursuant to General Instruction H which permits omission if a definitive proxy statement is filed
not later than 120 days after the close of the year.

LS 002614
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, The RegO Group, Inc.
has duly caused this Annuai Report to be signed on its behalf by the undersigned thereunto duly
authorized.

THE REGO GROUP, INC.
( Registrant)

DATE: March 28, 1978 R. C. GLUTH

R. C. Gluth
Vice-President and Treasurer

DATE: March 28, 1978 T. L. SEIFERT

T. L. Seifert
Secretary and General Counsel

LS 002615
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THE RegO GROUP, INC.

INDEX TO FINANCIAL STATEMENTS
COVERED BY REPORT OF CERTIFIED PUBLIC ACCOUNTANTS

References
Annual report
Form 10-K to sharehoiders
{Page) (Page)
Report of Certified Public Accountants . .............................. 3
Data incorporated by reference from attached The RegO Group, Inc. 1977
Annual Report to Shareholders:
Consolidated balance sheets at December 31, 1977 and 1976 ........ ' 4-5
For the years ended December 31, 1977 and 1976:
Consolidated statement of income ..............coiiveeennnnn. 6
Consolidated statement of shareholders’equity .................. 6
Consolidated statement of changes in financial position .......... 7
Notes to consolidated financial statements ...................... 8-12
Consolidated schedules for the years ended December 31, 1977 and 1976:
V—Property, plant and equipment ........... .. ... .. . i iiiian.. 7
VI—Accumulated depreciation, depletion and amortization of property,
plant and equUIPMENt . ... ...cciiiiriern it ittt e 7
Xll—Valuation and qualifying accounts and reserves ................ 8
XVi—Supplementary income statement information .................. 8

Schedules not included above are omitted as either not applicable or not required or the required
information is included in the financial statements or the notes thereto.

The individual financial statements and schedules of the Company are omitted because the Company
is primarily an operating company and all subsidiaries inciuded in the consolidated financial state-
ments being filed are totally-held subsidiaries and, in the aggregate, do not have indebtedness to
any person, including the Company and its consolidated subsidiaries, in amounts which exceed 5%
of the total assets as shown by the most recent year-end consolidated balance sheet.

Those financial statements listed in the above index together with the report thereon of Arthur
Young & Company dated March 9, 1978 which are included in the Annual Report to Shareholders
of The RegQ Group, Inc. for the year ended December 31, 1977 are hereby incorporated by reference.
All other pages of the Company’'s Annual Report to Shareholders are incorporated eisewhere herein
by reference, with the exception of the Letter from the President (page 1), General Information
(page 2) and Business Description (page 3), which are not deemed to be filed as part of this
annuali report.

LS 002616
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THE RegO GROUP, INC.

SCHEDULE Vv

PROPERTY, PLANT AND EQUIPMENT
(In thousands of dollars)

Balance at Balance at
beginning Additions, Retirements end of
Classification of period at cost and sales period
Year ended December 31, 1977 _
Land ... e $ 598 $ $ (461)(A) $ 137
Buildings and improvements ............ 2,995 84 {462) (A) 2,617
Machinery and equipment . ............. 7,229 915 (453) 7,691
$10,822 $ 999 $(1,376) $10,445
Year ended December 31, 1976
Land ... ... .. e, $ 598 $ $ $ 598
Buildings and improvements ............ 2,947 57 (9) 2,995
Machinery and equipment .. ............ 7,345 429 {545) 7,229
$10,890 $ 486 $ (554) $10.822
SCHEDULE VI
ACCUMULATED DEPRECIATION, DEPLETION AND AMORTIZATION OF
PROPERTY, PLANT AND EQUIPMENT
{In thousands of dollars)
Additions
Balance at charged to Balance at
beginning costs and Retiramants end ot
Description of period expenses and sales period
Year ended December 31, 1977
Buildings and improvements ............... $1,442 $ 136 $ (126) (A) $1,452
Machinery and equipment . ................ 4,407 693 (430) _4,670
$5,849 $ 829 $(556)  $6.122
Year ended December 31, 1976
Buildings and improvements ............... $1,308 $ 143 $ (9) $1,442
Machinery and equipment ................. 4,372 572 (537) _4.407
' $5.680 $ 715 $(546)  $5.849
(A) Relates principally to the sale of a regional warehousae facility.
LS 002617
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THE RegO GROUP, INC.

2 SCHEDULE Xit 5. R ® =
® VALUATION AND QUALIFYING ACCOUNTS AND RESERVES
' (In thousands of dollars)
= 2 ions : 2
: Balance at charged fo _ I Balance at
-~ beginning costs and- end of
Description : of period oxponug Dpdu period &
Allowance for doubtful receivables . E "
Years ended December 31, »
g AR R Y TSR S gl o $ 130 $ 55 $ (85)(1) $ 120
R SRR T S T T $ 29 S__:g $ ‘2?3) (1) $ 130
Inventory valuation reserve =g ;
Years ended December 31;. = s k =
L R Sl e Sy $ 990 $ 64  $ (400)(2) § 654
L R SRS el e L RS et WS $1,650 $1,395 $‘2,055)(2) $ 990
(1) Write-off of uncollectible accounts, net of recoveries.
(2) Disposals of obsolete inventory. g .
SCHEDULE XV _ & T
SUPPLEMENTARY INCOME STATEMENT INFORMATION
A (In thousands of dollars)
1977 1978
Maintenance:and: repairs ............. S B T iS22 $891 $660
Taxes, other than income taxes .. ; # : 3 o
Real estate and personal Propenty . ..................... B 7o 239 251
Paysoll - i 58 aida. oo it i e = BRERT H G Rt T Ty 761 ~ 809
2
LS 002618
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THE RegO GROUP, INC.

CALCULATION OF INCOME PER SHARE

EXHIBIT A

(In Thousands)
1977 1976 1975 1974(A) 1973
Shares for computations:
Woeighted average shares outstanding . ... 2,739 2,781 2,785 2,785 2,785
Common stock equivalents(B):
Assumed conversion of convertible pre-
ferred stock into common(C) ...... 564 575 580
Common shares for primary income per
=171 (- 3,303 2,781 2,788 3,360 3,365
Assumed conversion of 7% convertible -
subordinated debentures(D) ......... 372 416 428
Common shares for fully diluted income
pershare ....................cvu... 3,675 2,781 2,785 3,776 3,793
Net income for computations:
Income (loss) from continuing operations $2245 § 95 $(4,580) $ 7,476 § 3,183
Income (loss) of discontinued operations (735) . (1,915) 48
Income (loss) before preferred dividend '
requirement ........................ 2,245 95 (5,315) 5,561 3,201
Less preferred dividend requirement(C) .. (381) (383)
Net income (loss) for primary eamings
pershare ...................cc0u... 2,245 {286) (5,698) 5,561 3,201
Add interest savings of 7% convertible de-
bentures, net of applicable income
taxes(D) ....... ... . 148 184 185
Net income (loss) for fully diluted income
parshare ...............ccciviinnnnn $2393 § (286) $(5698) $ 5745 §$ 3,386
Net income (loss) per common share:
Primary
Continuing operations ............. $ 68 $ (10) $(1.79) $ 223 $ 94
Netincome ....................... .68 (.10) (2.05) 1.86 .95
Fully diluted
Continuing operations ............. .65 (.10) - (1.79) 2.03 .88
Net income ...................... .65 (.10) {2.05) 1.52 89

(A) In 1974, the Company changed its fiscal year end to December 31 to conform to the year end
of its parent. December 1973 operating results of $279000 net of taxes of $47,000, have been

credited directly to retained earnings.

(B) Yield of the 7% convertible debentures exceeded 663 % of prime rate at date of issue and,

therefore, is not a common stock equivalent.

(C) Anti-dilutive in 1976 and 1975. Dilutive, and therefore included in shares for primary income

computation, in 1977, 1974 and 1973.
(D) Anti-dilutive in 1976 and 1975,

LS 002619
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CONSENT OF CERTIFIED PUBLIC ACCOUNTANTS

We consent to the incorporation by reference in this Annual Report on Form 10-K of The
RegO Group, Inc. of our report dated March 9, 1978 included in the 1977 Annual Report to Share-
holders of The RegO Group, inc. .

We also consent to the addition of the consolidated schedules of The RegO Group, Inc. listed
in the accompanying index to financial statements to the statements covered by our report dated
March 9, 1978 incorporated herein by reference.

ARTHUR YOUNG & COMPANY

Chicago, lllinois
March 28, 1978

LS 002620
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THE [r@ SL L”j[ Dj GROUP, INC.

ANNUAL REPORT IS77
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To Our Shareholders

The year 1977 showed a substantial improvement from the two preceding years.
Sales of $34,324,000 were up 28% over 1976 and net income was $2,245,000 in 1977 compared to
$95,000 in 1976 (after an inventory vaiuation adjustment of $697,000 net of tax).

In 1977, the Company adopted the last-in, first-out (LIFO) method of inventory valuation for
substantially all of its inventory. The change to LIFO reduced net income in 1977 by $891,000.

A major factor in the year’s profitability was the improvement in the LP-Gas market to which
RegO sells most of its product. RegQ's customers, the dealers distributing propane and butane,
had a good year because of the severe winter. They expanded their operations and re-established
their equipment replacement programs.

RegO's cost reduction programs were on target and saved the company over $700,000. A surpius
warehouse and land across the street from the RegO Division plant were disposed of mid-year at
over book value.

The Company substantially reduced product liability insurance coverage in 1977 due to the
unavailability of such coverage at an acceptable cost. As discussed in Note 7 to the consolidated
financial statements, possible losses from product liability claims are not determinable but could
involve significant amounts. The Company is carefully monitoring quality and keeping proper
records in order to minimize product liability exposure.

As you are aware, Golconda Corporation changed its name in June, 1977 to RegO Company and
reincorporated in Delaware. Early in 1978, we changed the name of the parent corporation to
The RegO Group, Inc. and set up the RegO Division as a separate wholly owned subsidiary called
RegO Company. The two name changes required no change in your common or preferred stock
certificates.

Sincerely,

et

John R. Morrill
President

LS 002624
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GENERAL INFORMATION

Officers and Directors

R. M. Dunn
Director and Chairman of Executive Committee
Ozark Alrlines, Inc., St. Louis, Missouri
Chairman of the Board
Ken-A-Vision Manufacturing Co. (manutacturing)
Kansas City, Missouri
W. Featherstone
Mining Engineer
Wallace, Idaho
R. C. Gluth )
Vice President and Treasurer
The RegO Group, Inc.
Executive Vice President
The Marmon Group, Inc. (diversified manutfacturing)
G. A. Jones
Executive Vice President
The Marmon Group, inc. (diversified manufacturing)
H. F. Magnuson
Partner
H. F. Magnuson & Company
(Certified Public Accountants)
Wallace, idaho

Capital Stock

J. R. Morrili
President and Chief Executive Officer
The RegO Group. Inc.

R.-A. Pritzker
President and Treasurer
The Marmon Group, inc. (diversified manufacturing)

G. P. Smith
Chairman of the Board
The RegO Group, Inc.

C. B. Cranford
Vice President—Controller

T. L. Seifert
Secretary and General Counsel

D. V. Ytterberg
Vice President

The Company’'s common shares are traded on the Pacific, Spokane and Intermountain Stock
Exchanges (symbol: REG). Its preferred stock is traded on the Pacific Stock Exchange (symbol:
REG. PR). The Marmon Group, inc. owns 90% of the Company’'s common shares and 76% of its

preferred shares.

The following tabie presents the quarterly high and low prices of the Company's common and
preferred stock for the past two years as reported by the Pacific Stock Exchange:

Common Preferred
1977 High_ Low High Low
FirstQuarter ................ccovviveein... $3% 3 $14%2 $13%
Second Quarter ............cccvevernnennn. 5 3 15% 14Y%
Third Quarter ............coiivevnenrvnenn. 4 AW 15% 14%
Fourth Quarter .............coceevevnennnn. 5% 4 16Y4 14%
1976
FirstQuaner .............ccovivvrnrnnnnnnns 4% 3 12 10
Second Quarter ..............ciiriiranann. 4% 3 12% 11%
Third Quarter ...........cccovieinennnenn.. 4V 3% 13 12V
Fourth Quarter .............ccoevirernnnnn.. 4V % 14, 13

No dividends have been paid on common stock during the past two years. A dividend of $.25
per share has been paid each quarter for the past two years on the $1.00 Cumulative Convertible
Preferred Stock.

Transfer Agent & Registrar
American National Bank & Trust Company
33 N. LaSalle Street

Chicago, lilinois 60690

Auditors

Arthur Young & Company
One IBM Plaza

Chicago, lllinois 60611

1978 Annual Meeting

The RegO Group, Inc. 1978 annual meeting
of shareholders will be at 9:00 A.M. on June
16, 1978, at the offices of the subsidiary,
RegO Company, 4201 W. Peterson Avenue,
Chicago, lllinois 60646.

Form 10-K

A copy of the annual report to the Securi-
ties and Exchange Commission on Form 10-K
may be obtained from the Company at no ex-

pense to the shareholder.. Direct your request
to:

Mr. Thomas L. Seifert, Secretary

The RegO Group, Inc.

39 South LaSalle Street

Chicago, lllinois 60603 LS 002625
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BUSINESS DESCRIPTION

On June 17, 1977, the shareholders approved a change in the state of incorporation from Idaho
to Delaware by merging Golconda Corporation into The RegO Group, Inc. (the *“Company’)
(formerly RegO Company), a wholly-owned Delaware subsidiary. The Company is engaged in
the manufacture and sale of pressure regulators, vaives, manifolds, fittings and related equipment
used in the control of gases and liquids. A significant portion of the sales are to the petroieum,
construction and plumbing industries.

REPORT OF CERTIFIED PUBLIC ACCOUNTANTS

The Board of Directors
and Shareholders
The RegO Group, Inc.

We have examined the consolidated balance sheets of The RegO Group, Inc. (formerly Golconda
Corporation) (the “Company’’) at December 31, 1977 and 1976, and the related consolidated state-
ments of income, shareholders’ equity and changes in financial position for the years then ended.
Our examinations were made in accordance with generally accepted auditing standards and,
accordingly, included such tests of the accounting records and such other auditing procedures as
we considered necessary in the circumstances.

As more fully described in Note 10, the Company purchases a substantial portion of its raw
materials from its parent at prices determined by the parties.

As more fully described in Note 7, in 1977 the Company is subject to possible losses relating
to uninsured product liability claims. It is not possible at this time to determine the ultimate effect
if any, of such claims on the Company’s consolidated financial position and results of operations.
and no provision for possible product liability losses, which losses could be significant, has been
made in the accompanying financial statements.

In our opinion, subject to the effects, if any, on the 1977 consolidated tinancial statements of
the ultimate resolution of the matter discussed in the preceding paragraph, the statements mentioned
above present fairly the consolidated financial position of The RegO Group, Inc. at December 31,
1977 and 1976, and the consolidated results of operations and changes in financial position for the
years then ended, in conformity with generally accepted accounting principles applied on a
consistent basis during the period except for the change, with which we concur, in the method
of valuing inventories as described in Note 2.

ARTHUR YOUNG & COMPANY

Chicago, lllinois
March 9, 1978 g
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THE RegO GROUP, INC.

CONSOLIDATED BALANCE SHEET
(In thousands of dollars)

ASSETS
December 31,
1977 1976
Current assets _
Cash (inctuding $3,000 of certificates of deposit in 1977) ............. $ 3,294 $§ 123
Investment agreement receivabie—parent (Note 10) ................. 8,411
Commercial paper, at cost which approximates market ............... 1,100 11,100
Notes and accounts receivable, less allowance for doubtful receivables
(1977—8120; 1976—8130) ........cvviiinriirinrnernrnaranonss 4,644 4,504
Inventories (Note 3) .................. e e 12,173 9,215
iIncome taxes (Note 5)
Refund receivable . ... ... ... ... . .. ciiiiiiiiiniiiinnnennns 937
Defarred ... ... et e 521 755
Other current assets ... ... vt e e e 86 23
Total current assets ..............c.cccvvivuiennrcnnnannns 30,229 26,657
Property, plant and equipment—at cost (Note 4)
IR L3 o 137 598
Buildings and improvements ............ccceiininiiinienennn.s 2,617 2,995
Machinery and equipment . ............ ..ot iiittnnr i 7,691 7,229
10,445 10,822
Less accumulated depreciation ............cciiiiiiiiiiiiianns (6,122) (5,849)
Property, piant and equipment—net ..................... 4,323 4,973
Excess of cost over underlying equity in net assets acquired ............ 3,135 3,135
L0 (T G T T O 434 523
$38,121 $35,288
LS 002627

See Notes to Consolidated Financial Statements.
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THE RegO GROUP, INC.

CONSOLIDATED BALANCE SHEET
(In thousands of dollars)

LIABILITIES AND SHAREHOLDERS' EQUITY

Current liabilities
Current maturities of long-term debt (Note 4) .......................
Accounts payable ........... . ... e i e e
Accounts payable——parent . .............. .. it i,
Accrued liabilities
INCOMe taXES .. ... i i i et e e
Salarnies and WaGES ... ...ttt it i et e
Property and payroll taxes ............c..ciieennennnennnennnns
Employee benefits .......... ... i i
L0 T T O

Long-term debt (Note 4) ............ci ittt iiiinneann,
Deferred iNCOME tAXES . ... i .. e e e e e e e
Contingent liabilities (Notes 5 and 7)

Shareholders’ equity (Notes 4 and 8)

Preferred stock—authorized 919,523 shares, $1.00 par value; issued
and outstanding—2368,274 shares in 1977 and 380,902 shares in 1976
(redemption and liquidation value: 1977—$13,810; 1976—%$14,284) .

Common stock—authorized 7,500,000 shares, $.01 par value (no par
in 1976) ; issued—2,857,110 shares in 1977 and 1876 ..............

Otherpaid-in capital ...........ccoiriiiiriiiiiiiiriinnnnnneann,
Retained earnings . ..........covuriienunriennenieennn. N

Less common stock in treasury—at cost: 1977—166,466 shares; 1976—
82,718 ShAIOS . ..ot ii ittt e e e e e e e

Total shareholders’ eqQuity ............cciviiininrnrnnn.

See Notes to Consolidated Financial Statements.

5

December 31,

1977 1976

$ 108 $ 98

1,913 1,326
1,489 1,098
811
175 133
299 246
456 661
389 426
5,640 3,988
6,307 6,421
575 518
368 381
29 - 774
6,194 5,648
19,895 18,127
26,586 24,930
(987) (569)
25,599 24,361

sw121  §35288
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THE RegO GROUP, INC.

CONSOLIDATED STATEMENT OF INCOME
(In thousands of dollars except per share data)

Years ended
December 31,
1977 1978
Revenues
Net sales ... . e $34.324 $26,809
Otherincome ....... ... it irineennnenn. e 1,095 747
35,419 27,556
Costs and expenses
Costofgoodssold ........................ e 25,138 21,618
Selling and administrative expense ............. ..ot 5.463 5,147
Interest @XPeNSe . ... ... .. ittt i i it 579 601
31,180 27,366
Income before allocationofincometaxes ............................. 4,239 190
Allocation of income taxes (Note 5) . ........ ... ... ... ... .. ... ... ... .. 1,994 95
Netincome .. ... .. . ... ... . i, e e . § 2245 ) 95
Net income (loss) per common share (Note 9)
PHMAIY ot P $ .68 $ (.10)
Fully diluted . ... . . $ .65 $ (.10)
CONSOLIDATED STATEMENT OF SHAREHOLDERS' EQUITY
YEARS ENDED DECEMBER 31, 1977 AND 1976
(In thousands of dollars)
Other
Pretgrred  Common paid-in Retained Treasury
stock stock capital earnings stock Total
Balance at January 1,1976 ......... $383 $ 774 $5.674  $18,413 $(520) $24,724
Purchases during the year ....... (2) " (26) (49) (77)
Netincome .................... ' _ 85 95
Preferred dividends paid ........ (381) (381)
Balance at December 31,1976 ...... 381 774 5,648 18,127 (569) 24,361
Change to par value stock ....... (745) 745
Purchases during the year .. ..... (13) (199) (418) (630)
Net income .................... 2,245 2,245
Preferred dividends paid ........ (377) (377)
Balance at December 31,1977 ...... $368 $ 29 $6,194  $19,995 $(987) $25,599
LS 002629
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h THE RegO GROUP, INC,

CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION
(In thousands of dollars)

Years ended

- December 31,
1977 1976

Sources of working capital
From operations

Net iNCOMe ... . .. $ 2,245 $ 95
Charges (credits) not involving working capital
DepreCiation ... .. .. e e i 829 715
Deferred iNCOME@ taX@S . .......c.ivtieenennenrnennenenennenans 57 (47)
£ {4 T 89 42
Working capital provided from operations ........... e 3.220 805
Disposition of property, plant and equipment . ....................... 820 8
Total 4,040 813
Uses of working capital
Purchase of property, plant and equipment ... .................. . 999 486
Reduction of long-term debt ............. .. ... ... . i, 114 285
Preferred dividends paid .......... ...t 377 381
Purchase of capital stock ............. P . 630 77
Other—net . ... .. e e 142
Total uses of working capital ............................ 2,120 1,371
INCREASE (DECREASE) IN WORKING CAPITAL ......... $ 1,920 $ (558)
Changes in the components of working capital
Cash, certificates of deposit, investment agreement receivable and
commercial PaPer .. ... ... $ 1,582 $ 3,647
Notes and accounts receivable—net ............................... ' 140 (674)
1177 =T e o7 P 2,958 (1,560)
[FaTefoT o o= T8 - (- O (1,171) (160)
Investments held for sale ........... ... .. ittt (250)
Net assets of businesses held forsale .......................... L (715)
Other current assets .......... ...ttt iaaninns 63 (146)
Net increase in current assets .................... ..ot 3,572 142
Current maturities of long-termdebt ... ........ ............ ... .. ... 10 9
ACCOUNtS PAYaDIO . ... ittt e e e et 978 154
Accrued liabilities ......... ... .. e 664 537
Net increase in current liabilities ............................ . 1,652 700
Increase (decrease) in working capital ......................... PR 1,920 (558)
Working capital at beginningofyear ................... ..., ST 22,669 23,227
Working capital atendof year . ........... .. ...l $24,589 $22.669
See Notes to Consolidated Financial Statements.
LS 002630
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THE RegO GROUP, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Tabular amounts are in thousands of dollars except as noted)

Note 1. Organization

On June 17, 1977, the shareholders approved a change in the state of incorporation from ldaho
to Delaware by merging Golconda Corporation into The RegO Group, Inc. (the ‘“Company’)
(formerly RegO Company), a wholly-owned Delaware subsidiary. This change had no effect on the
consolidated financial statements of the Company. The Marmon Group, Inc. (Marmon) owns 76%
of the Company's preferred stock and 90% of its common stock, representing 88% of the outstanding
voting stock of the Company.

Note 2. Summary of Significant Accounting Policies

Consolidation—al! subsidiaries are consolidated and significant intercompany transactions and
balances have been eliminated.

Inventories—are stated at the lower of cost or market (principally net realizable vaiue). In 1977,
the Company adopted the last-in, first-out (LIFO) method of inventory valuation for substantially all
of its inventories. The change was made in order to more closely match current costs with current
revenues. The LIFO method is common in the industry and is the predominant method used by
Marmon’s accounting predecessor company. The cost of the remaining inventories in 1977 (and
the cost of all inventories in 1976) was determined on a first-in, first-out {(FIFO) basis.

Property, plant and equipment—tor financial reporting purposes prior to January 1, 1977, the
Company computed depreciation principally on a straight-line basis over the estimated useful lives
of the assets. Beginning January 1, 1977, the Company changed to accelerated depreciation
methods for all assets acquired subsequent thereto in order to conform to the method predominantly
used by Marmon and its other consolidated subsidiaries and to adopt a methad under which periodic
increases in maintenance will tend to be offset by periodic declines in depreciation. Such change
did not have a material effect on income in the current year. The estimated lives used in determining
depreciation are as follows:

Buiidings and improvements ................ . ... 5 to 50 years
Machinery and equipment ................ ... .. ... ..., 5 to 20 years

Maintenance and repairs are charged to operations as incurred. Major betterments and renewals
are capitalized. Any gain or loss upon disposal is reflected in operations.

Income taxes—provision is made for deferred taxes which arise primarily from the use of
accelerated depreciation methods for tax purposes and from provisions relating to inventory valua-
tion which are not currently deductible for tax purposes. Available investment tax credits {not sig-
nificant in amount) are accounted for under the ‘‘flow-through' method.

Since February 25, 1976, the Company has been included in the consolidated federal tax return
of GL Corporation, the parent of Marmon. Under the terms of a tax sharing agreement with its
parent, federal income taxes are computed as if the Company and its subsidiaries continued to file
a separate consolidated return and liabilities are remitted to and benefits and refunds obtained from
its parent on this basis. State income tax returns are filed on an individual company basis.

Excess of cost over underlying equity in net assets acquired—the amount shown on the balance
sheet arose prior to fiscal year 1971 and is not being amortized because, in the opinion of manage-
ment, there has been no diminution of value.

Pension plans—current costs are accrued and funded on a current basis; unfunded past service
costs are accrued and funded on a thirty-year basis.

Note 3. Inventories .
Inventories used in the computation of cost of goods sold are comprised of the following:

1977 1976 1975
Inventories at the lower of cost or market
Finished goods and work in process ....................... $12,375 $8,118 $ 9,134
Raw materials and supplies ................. ... ... .. .. .. 1,479 1,097 1,641
13,854 9,215 10,775
Less LIFO reserve . ... ... ... oot 1,681

$12,173 $9,215 $10.775

LS 002631
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THE RegO GROUP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

The change to LIFO in 1977 reduced net income by $891,000 or $.27 per share ($.24 on a fully
diluted basis). There is no effect on prior years earnings resulting from the change to LIFO in 1977.

Note 4. Long-term debt

Long-term debt is comprised of the following:
. December 31,

1977 1976
7% convertible subordinated debentures, due January 1, 1990 ............. $3,970 $3,976
10% first mortgage note, payabie in monthly instaliments of $28,975 including
interest, final payment due April 1, 1990 ...............c.ciiiiiinnnnn. 2,445 2,543
6,415 6,519
Less current maturities ................. e e taee e e e e 108 98
$6307  $6a21

The net book value of the property subject to the mortgage at December 31, 1977 was $964,000.

The aggregate amounts of long-term debt maturing in each of the years 1979-1982 are: $388,000
in 1979, $457,000 in 1980, $471,000 in 1981 and $486.000 in 1982.

The 7% convertible subordinated debenture agreement contains covenants which provide,
among other things. that consclidated working capitai is to be maintained at not less than
$10.000,000 and that the Company wit! not pay cash dividends on its common stock or acquire for
cash any shares of its common stock in excess of $1,000,000 plus its cumulative consolidated net
income, less preferred dividends, after November 30, 1969. At December 31, 1977, consolidated
net working capital was $24,589,000; $5,639,000 was available for the payment of cash dividends
on its common stock and the purchase of shares of its common stock.

The trust indenture underlying the convertible subordinated debentures provides, among other
things, that the debentures are redeemabie at the Company’s option at prices ranging from 103%
in 1978 to 100% in 1984, and that sinking fund payments of $325,000 are required annually with an
option to make additional annual payments of $325,000 without premium; such payments can be
reduced by the principal amount of debentures acquired by the Company or converted into common
stock. All of the 1978 instaliments and $55,000 of the 1979 instaliments have been satisfied. The
debentures are convertible into shares of common stock at a conversion price of $10.67 per share
{subject to non-dilution provisions).

Note 5. income Taxes
The provision for (benefit from) income taxes consists of:

1977 1976
Current -
=T T - | $1,533 $(426)
- (- O 170 (67)
Detferred (principally federal) ........................... e 291 588
$1,994 $ 95

The income tax effects of significant items which resulted in effective tax rates of 47% and
50% for 1977 and 1976, respectively, follow:

1977 1976 _
Income taxes based on 48% of reported income ................... . $2,035 $ N
Increase (decrease) resulting from:
Investment tax credits ........... ... ...l R (51) {7)
Profits of Domestic International Sales Corporation ............ o - (58) (6)
State and other income taxes, less related federal income tax benefits .. 88 7
1074 1= P (20) 10
Income taxes as reported . ........ ..ottt e $1,994 $ 95
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THE RegO GROUP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
Tax law allows or requires the determination of taxable income in a manner different from

generally accepted accounting principles. The provision for deferred income taxes resulting from
timing differences is comprised of the following:

- 1977 1978
Excess of tax over book depreciation .............. . ... ... ... ... ... S 74 $ 39
Losses realizable for tax purposes on prior year write down of assets to estimated
realizable value .. ... .. ... . .. .. e 119 401
INVENIONY 1eSBIVES .. ... ...ttt e e 147 359
Product liability reserve . .......... ... . (17) (83)
OthBE .ot (32) (128
Deferred income tax provision ... ............. ... ... .. ... $291 $588

The 1976 deferred income tax provision (at an effective rate of 50%) has been decreased by
$380,000, with no effect on net income, to reflect the 1975 federal income tax return as filed.

Examinations by the Internal Revenue Service (Service) of the Company's federal income tax
returns for the years 1969 through 1972 have been substantially completed. The Service is in the
initial stages of an examination of the federal income tax returns for the years 1973 and 1974 but
has not progressed sufficiently to form any conciusions relating to matters in such returns. Manage-
ment believes that adequate allowances have been established for all income tax liabilities relating -
to the Company. As a member of the GL Corporation (Marmon's parent) consolidated federal
income tax group, the Company is contingently liable for federal income taxes attributable to other
members of the group. GL has agreed to indemnify the Company against any such liabilities.

Note 6. Pension Plans

The Company has two pension plans covering substantially all employees. The charges to
operations for the cost of the pension plans for the years ended December 31, 1977 and 1976 were
$531,000 and $533,000, respectively.

The unfunded past service cost relating to the above plans was approximately $3,564,000 at
December 31, 1977. The vested benefits exceed the total of the pension fund assets and balance
sheet accruals by approximately $2,127,000 at that date.

Note 7. Contingent Liabilities

The Company is one of thirty-five defendants in a class action filed on October 29, 1973, in the
United States District Court for the Southern District of California. The complaint seeks damages
and other relief as a result of alleged violations of federal securities laws, illegal loans, improper
acts and conspiracy to commit the foregoing acts and fraud. The parties have agreed to a settle-
ment, subject to court approval, which would dismiss the Company from this proceeding. In the
opinion of management and general counsel, there will be no material adverse effect to the
Company whether or not the settiement is approved.

For all periods through December 31, 1976, the Company has no material exposure for product
liability claims. Beginning January 1, 1977 the Company purchased a product liability insurance
policy pursuant to which the Company will, in effect, bear the cost of the first $200,000 of each
claim and the next $400,000 of each claim (up to an aggregate of $900,000) over and above the
first $200,000 of each claim. A number of product liability claims with respect to 1977 have been
asserted and, based upon the Company’s historic experience, additional claims might be asserted
as such claims are sometimes initiated up to two or more years following an alleged product
maifunction. Therefore, in the opinion of management, it is not possible at this time to determine
the ultimate effect, if any, of such claims on the Company's consolidated financial position and results
of operations, and no provision for possible product liability losses, which losses could be significant,
has been made in the accompanying financial statements. This method of accounting is in con-
formity with Financial Accounting Standard No. 5.

LS 002633
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THE RegO GROUP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

Note 8. Capital Stock

The outstanding preferred stock is entitled to a preferential cumulative annual dividend at the
rate of $1.00 per share. The shares are redeemabie at the Company's option at $37.50 per share
plus unpaid cumulative dividends. The preferred stock has liquidation rights over the common
stock in any final distribution and is entitled to one vote for each share held.

The outstanding preferred shares are convertible into common shares at the option of the
holder at the rate of one and one-half shares of common stock for each preferred share held.
This conversion rate is subject to non-dilution provisions.

At Decembar 31, 1977, 1,216,949 shares of authorized but unissued common shares have been
reserved as follows: 552,411 shares for conversion of preferred stock; 372,071 shares for conversion
of the 7% convertible subordinated debentures (Note 4); and 292,467 shares for exercise of out-
standing warrants for the purchase, at $14.51 per share, of common stock. The warrants expire
January 15, 1979.

Note 9. Income (loss) per common share

Primary income per share for 1977 is based on net income and the weighted average number
of shares of common stock and common stock equivalents (shares issuable upon the assumed
conversion of preferred stock) outstanding during the year. For 1976, primary loss per share was
based on net income less preferred dividend requirements and the weighted average number of
shares of common stock outstanding as the assumed conversion of preferred stock was anti-dilutive.

Fully diluted income per share for 1977 reflects the assumed conversion of the weighted average
number of convertible debentures outstanding during the year and the related interest savings net
of tax. For 1976, the assumed conversion of the convertible debentures was anti-dilutive.

Note 10. Related party transactions

Transactions between the Company and its parent, at prices and upon terms determined by the
parties, include the following:

1977 1976
Purchases of raw materials by the Company ... ... .................... $ 5,285 $ 4,327
Management fee charged tothe Company ................c.cvevvuiinnnn 116 115
Interest iNCOMO( 1) ......cviiiinriiarennnnnernoaneannsanns PR 411

(1) The Company has an informal investment agreement with Marmon whereby a portion of the
Company's excess funds ($8,411,000 at December 31, 1977) is invested by Marmon on behalf
of and for the benefit of the Company.

The Company does not have any other material transactions with its parent or other affiliated
companies other than certain expenses, including federal income taxes, paid by its parent and
charged to the Company which are directly attributable to the Company. The management fee
covers certain services, including general management, personnel matters, insurance and pension
plan matters, legal, accounting and taxation matters and other snmllar matters which its parent
provides to its divisions, subsidiaries and affiliates.

In December 1976, the Company sold its investments in mining stocks and related assets to a
director for $175,000 resulting in a loss in 1976 of $135,000. The minihg stocks were originally pur-
chased for $788,000 and were subsequently written down, in 1975, to an estimated realizable- value
of $250,000. The write-down was made because, in the opinion of management, the value of the
assets underlying these mining stocks had become permanently impaired. The sale was approved
by the Company’'s Board of Directors, with the acquiring director abstaining from voting.

11 LS 002634
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THE RegO GROUP, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

Note 11. Industry information

The Company operates in one industry—products used in the control or reguiation of the flow
of gases and liquids, a significant portion of which is sold to the petroleum, construction and ptumb-
ing industries.

Two customers, in the aggregate, accounted for approximately $7,100,000 or 21% of total sales
in 1977. Export sales in 1977 were in the following geographic areas:

Sales

Canada ............ccoiiiiiinnnnnn. $1,527
Central and South America ........... ™
Asiaand FarEast ................... 447
EUrope .........cccciieiniiniiinnnn. 401
Allother ...............cciivivnn.. 455
$3,561

The Company has no foreign operations,

Note 12. Quarterly data (Unaudited)
Quarter Ended

Mar. 31 June 30 Sept. 30 Dec. 31
1977
Sales . ... e i i $7,937 $9,395 $7,962 $9,030
Cost of sales
As originally reported . ..................... 6,044 6,735 5,928
Asrestated ............. ... ... ... ... .. ... 6,026 6,716 5,908 6,488
Income before income taxes '
As originally reported ...................... 624 1,197 706
Asrestated .. ... .. ......... ... . ... .. .. ... 669 1,335 904 1,331
Net income
As originally reported ...................... 312 639 349
Asrestated ................. ... iiinn. 355 707 479 704
Net income per common share
Primary
As originally reported .. .................. .08 19 10
Asrestated ............... .. ... ... ..... .09 .22 14 .22
Fully diluted
As originally reported . ................... .08 .19 .10
Asrestated ............. ... ... .09 .20 14 .20
1976
Sales ......... e, et $6,315 $6,606 $6,054 $7,834
Costofsales .................covviiivinnn. 5,055 6,213 4,400 5,950
Income (loss) before income taxes ............ 130 (816) 347 529
Net income (loss) ........................... 64 (408) 174 265
Net income (loss) per share .
PRMANY ... (.01) (.18) ;.03 06
Fully diluted ....................ccovuuunn. (.01) (.18) .03 .06

The restated amounts shown above for each of the first three quarters in 1977 reflect restatement
for (1) the adoption in 1977 of the last-in, first-out (LIFO) method of inventory valuation less under
absorption of manufacturing overhead and reduction of the provision for product liability losses,
and (2) related income tax effects.

LS 002635
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THE RegO GROUP, INC.

FIVE YEAR SUMMARY OF OPERATIONS
(In thousands of doliars except per share data)

The following consolidated summary of operations of The RegO Group, Inc. for the four years
ended December 31, 1977 and the year ended November 30, 1973 is not reported upon herein by
certified public accountants. This summary should be read in conjunction with the consolidated
statements of the Company and the certified public accountants’' report with respect thereto, which is
qualified as set forth therein for the year ended December 31, 1977, contained elsewhere in this

Annual Report to Shareholders. Years ended

November
December 31, 30,
1977 1976 1975 1974(A) 1973
Continuing operations
Net sales ........ooooovvvennrnnnn.. $34,324 $26,809 $21,481 $31,059 $33,011
Cost of goods sold (Note B ).......... 25,138 21,618 19,308 24,078 23,540
Selling and administrative expenses . . . 5,463 5,147 4,808 6,136 5643
Interest expense .................... 579 601 718 1,162 795
Unusual losses (income) (Note C) .. .. 1,807 (10,541) (1,753)
Other income—net . ................. {1,095) (747) {301) (658) {338)
30,085 26,619 26,437 20,177 27,887
income (loss) before income taxes ... 4,239 190 {4,956) 10,882 5,124
Income tax (provision) benefit ........ (1,994) (95) 376 (3,406) (1,971)
Income (loss) from continuing
operations ..................unn.. 2,245 95 (4,580) 7.476 3,153
Discontinued operations (Note D) ....... (735) (1,915) 48
Net income (loss) .................... 2,245 a5 (5,315) 5,561 3,201
Preferred stock dividend requirement . . .. (377) (381) (383) (383) (385)
Net income (loss) applicable to common
Stock . ... . e, $ 1,868 $ (286) $(5,698) § 5,178 $ 2,816
Net income (loss) per common share
Primary
Continuing operations ............. $ .68 $ (10) $ (1.79) $ 223 $ .94
Net income (loss) ................ .68 (.10) (2.05) 1.66 .95
Fully diluted
Continuing operations ............. .65 (.10) (1.79) 2.03 .88
Net income (loss) ................ .65 (.10) (2.05) 1.52 .89
Weighted average common shares:
outstanding
Primary ............ ... ... . .. 3,303 2,781 2,785 3.360 3,365
Fully diluted ....................... 3,675 2,781 2,785 3,776 3,793

(A) During 1974, the Company changed its fiscal year-end to December 31 to conform to the year-
end of its parent. December 1973 operating results of $279,000, net of taxes of $47,000, have
been credited directly to retained earnings.

(B) See Note 3 to Notes to Consolidated Financial Statements with respect to the adoption of the
LIFO method of inventory valuation in 1977.

(C) The loss in 1975 includes a $1,178,000 provision for losses incurred in a plant shut-down and a
$729,000 loss resulting from write downs of investments in and advances to various foreign joint
ventures. The unusual income in 1974 and 1973 resulted from sales of marketable securities.

(D) Discontinued operations principally reflect the losses on sales of the Company’s food service
equipment and aerospace components manufacturing businesses.
LS 002636
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MANAGEMENT'S DISCUSSION AND ANALYSIS
OF RESULTS OF OPERATIONS

Year 1977 vs. 1976:

Net sales increased 28% primarily due to continued, improved conditions in the LP-gas market
and new sales programs. This resulted in increased prices, unit volume and better sales mix.

Gross profit as a percentage of sales increased from 19% in 1976 (after $1,395,000 for inven-
tory valuation provision) to 27% in 1977 (after $1,681,000 provision for change to LIFO inventory
valuation). This increase relates to increased selling prices, better sales mix to higher margin
LP-gas products and improved utilization of production facilities at higher activity levels.

Selling and administrative expenses increased 6% mainly due to increased marketing costs
related to higher sales volumes.

Interest expense decreased $22,000 as a result of the decrease in long-term debt. Other income
increased $348,000 mainly due to increased interest and royalty income in 1977 and the loss on
sale of mining stocks and related assets in 1976.

‘Net income increase of $2,150,000 can be attributed primarily to improved market conditions
in LP-gas, new sales programs, better pricing and increased utilization of production facilities with
control over costs related to increased volumes.

Year 1976 vs. 1975:

Net sales increased 25% due principally to a revival of the LP-gas market from its depressed
condition in 1975. This provided the basis for price increases, increased unit sales volume and
better sales mix.

Gross profit increased as a percentage of saies from 10% in 1975 to 19% in 1976. This increase
relates to increased selling prices and better sales mix to higher margin LP-gas equipment.

Selling and administrative expenses increased 7% due principally to increased selling expenses,
product liability insurance expense and the addition of the management fee from its parent
(Marmon) offset by decreased outside professional services including legal and data processing.

Interest expense decreased by $114,000 in 1976 as a result of the decrease in long-term debt.
1975 also included $60,000 of interest related to a bank note repaid in January 1975.

Other income increased $446,000 principally due to the charge in 1975 of $538,000 to write
down mining stock investments to estimated realizable values.

Net income increase of $5,410,000 is due to improved operational resuits in 1976 over 1975
discussed above, and the absence in 1976 of unusual losses incurred in a plant shut-down, write
down of foreign joint ventures and discontinued operations.

Fourth Quarter Resulls:
Comparison of results for the quarters ended December 31, 1977 vs. September 30, 1977

Sales—Increased $1,068,000 or 13%.

The sales increase reflects the seasonal pattern following plant and customer vacation shut-
downs and reduced business activity in the third quarter.

Net income—Increased $225,000 or 47%.

Increased sales activity allowed better utilization of production facilities and absorption of fixed
elements of cost.
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Comparison of results for the quarters ended December 31, 1977 vs. December 31, 1976

Sales—Increased $1,196,000 or 15%.

The effect of improved market conditions in the LP-gas industry with resuitant improved pricing
and higher unit sales was the primary cause of the higher sales.

Net income—Increased $439,000 or 166%.

Improved pricing, better sales mix and fuller utilization of facilities ali contributed to the
improved earnings. Cost levels were controlled in relation to the increased volumes. The net income
for the fourth quarter of 1976 was reduced $228,000 for significant year end adjustments. These
adjustments consisted of an inventory valuation provision, product liability losses, loss on sale of a
product line and additional health and accident expenses. No similar items were present in 1977.
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15

Golc - CDA dm - 1653



s
at—

|

SECURITIES AND EXCHANGE COMMISSION
‘Washington, D.C. 20349

FORM 10-K

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

For the Fiscal Year Ended Commission File Number
" December 31, 1978 1-848

The RegQO Group, Inc.

(Exact name of registrant as specified in its charter)

Delaware 38-2891460
{State or other jurisdiction of (1.R.S. Employer
incarporation or organization) Identification Number)
39 South LaSalle Street, Chicago, lllinois 80803
(Address of principai executive offices) (Zip Code)

Registrant's telephone number, inciuding area code (312) 372-9500

Securities registared pursuant to Section 12(b) of the Act:

Title of each class Name ot each exchange on which registered
$1.00 Cumuiative
Convsrtible Preferred Stock Pacitic Stock Exchange
Common Stock Pacitic Stock Exchange, Spokane Stock

Exchange and Intermountain Stock Exchange
Securities registered pursuant to Secticn 12(g) of the Act:

7% Convertible Subordinated Debentures due January 1, 1990
Title of Class

Indicate by check mark whether the registrant (1) has flled ail reports required to be filed by
Section 13 or 15(d) of the Securities Exchange Act of 1934 during the preceding 12 months (or
for such shortsr period that the registrant was required to file such reports), and (2) has been
subject to such filing requirements for the past 390 days.

Yoes X No

indicate the number of shares outstanding of each of the issuer's classes of common stock, as of
the ciose of the period covered by this report.
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General Development ot Business

There have not been any material changes in the current year in the manner of conducting the
business.

Financial Information About Industry Segments

The RegO Group, Inc.'s (the Company) continuing manufacturing operations are, and have
been for the last five years, engaged in one industry—the manufacture and sale of pressure regu-
lators and other devices used to control the flow of gases and liquids.

Narrative Description of Business

The Company designs, deveiops, manufactures and markets pressure reqgulators, vaives and
other control equipment for LP-gas and anhydrous ammonia; pressure regulators, cylinder vaives,
manifolds and other control equipment for compressed gases and gas welding and cutting equip-
ment. The Company also manufactures and markets a line of fittings for use with copper tubing,
garden and air hoses. A common characteristic of these products is the control of the flow of gases
and liquids under a wide variety of temperatures and pressure extremes.

Raw materials and components used in the manufacturing operations are available from more
than one supplier, although certain parts and materials are obtained trom a single supplier.

The Company is subject to intense competition from older and larger firms having greater
financial resources and from smaller local and regional firms which have advantages deriving
from proximity to local markets. Its products are soid principally in the United States through full-
time salesmen, distributors and manufacturer's agents. A significant portion of the saies are to the
petroleum, construction and plumbing industries. The Company (1) is not required to carry
significant amounts of inventories to meet rapid delivery requirements of its customers and (2) ex-
tends payment terms to caertain customers, principally on export sales.

Research and Development

The dollar amount of expenditures for research and development activities during the last two
years was not material.

Major Customers
No one customer accounted for more than 10% of total sales in 1978; however, 25% of its
sales were to its five largest customers.

Backlog

As of December 31, 1978, the Company's backlog of orders totaled approximately $7,000,000,
all of which are expected to be filled in 1979. At December 31, 1977, the backlog amounted to
approximately $6,000,000. Backiog amounts are not necessarily indicative of sales for subsequent
periods because of the shart lead time between receipt of order and delivery.

Environmental Matters

The Company is subject to environmental regulation by federal, state and local authqrities.
There are no material expenditures required for pollution control equipment under applicable
environmental laws. .

Employees
The Company had approximateiy 700 full-time empioyees at December 31, 1978.

LS 002640
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Financial information About Foreign and Domestic Operations, Including Export Sales

‘ ~ All of the Company's operations are conducted in the United States. Export sales were in the

‘ following geographic areas (in thousands of dollars):

iz Sales

: T e
Canada ........... ... $1,344 $1,527
Central and South America ..................., 822 731
AsiaandFarEast ............................ 758 447
United Kingdom . ............. . ... .. ... .... 414 197
BUIOPE . oo e et e 366 401
Africaand NearEast ......................... 300 258

$4,004 $3,561

ITEM 2
SUMMARY OF OPERATIONS

The Summary of Operations for the five years ended December 31, 1978 and Management's
Discussion and Analysis of Resuits of Operations appear on pages 13 and 14 of the Company's 1978
Annual Report to Shareholders and are incorporated herein by reference.

ITEM 3.
PROPERTIES

Manufacturing operations are conducted at two Company-owned locations in the Chicago area
which have an aggregate of approximately 340,000 square feet of floor space. Two distribution
centers (Saddle River, New Jersey and Kansas City, Missouri) with an aggregate of approximately
10,000 square feet are leased on an annual rental basis. In the opinion of management, the facilities
are well maintained, substantially utilized and suitable for their intended use.

ITEM 4.
PARENTS AND SUBSIDIARIES

The Marmon Group, Inc. (Marmon), (a subsidiary of GL Corporation, which owns 82% of the
voting interest in Marmon), a Delaware corporation located at 39 South LaSalle Street, Chicago,
Illinois 60603, owns 78% of the Company’s preferred stock and 90% of its common stock, constituting
89% of the outstanding voting stock and is deemed the parent of the Company.

1 Subsidiaries
Following is a list of all subsidiaries owned by the Company at December 31, 1978, ali of which
are included in the Company’s consolidated financial statements:
Percentage
of Voting
X Securitias State of
Name of Subsidiary Owned Incorporation
RegO Company” .......... .. ... ciiiiiin.n. 100 Delaware
RegO Distribution Center, Inc. ................. 100 Delaware
4201 W. Peterson Corporation ................... 100 Delaware
RegQ International, Inc. ..................... 100 lllinois

*On January 27, 1978, the Company’s princibal operating division
(RegO) was transferred to RegO Company, a newly formed

subsidiary. LS 002641
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IEM s.
LEGAL PROCEEDINGS

A number of product liability claims have been assaerted against the Company. The Company's
business involves the design, manufacture and sale of various regulators, vaives and other equip-
ment used in controlling the flow of gases and liquids under a wide variety of temperatures and
pressures. The products are often incorporated into other and larger finished products. Given the
nature of its products, the Company believes that product liability claims are ordinary routine liti-
gation incidental to its business. Based upon the Company's experience, product liability claims
may be asserted up to two or more years following the alleged incident or alleged malfunction.

ITEM 8.

INCREASES AND DECREASES IN OUTSTANDING SECURITIES AND INDEBTEDNESS
Number
of shares

(A) Cumulative Convertible Preferred Stock
Balance December 31, 1977 ... ... ... ... i, 368,274
Purchased duringthe year ......................... (7,675)
Conversion into common stock ..................... (167)
Balance December 31, 1978 ... ... ... ... ... ... ... 360,432
(B) Common Stock
Balance December 31, 1977 ... ... . ... . 2,690,644
Purchased during the year ......................... (19,400)
Conversion of preferred stock ...................... 250
Balance December 31, 1878 .. ... ... ... ... ....... 2,671,494
Face value
(C) 7% Convertible Subordinated Debentures, due
January 1, 1990
Balance December 31, 1877 . ... ... ... ... $3,970,000
Purchased during the year . ........................ (487,000)
Balance Decamber 31, 1978 .. ......... ... .. $3,483,000
ITEM 7.
CHANGES IN SECURITIES AND CHANGES IN SECURITY FOR REGISTERED SECURITIES
None
ITEM 8.

DEFAULTS UPON SENIOR SECURITIES
None

ITEM 8.
APPROXIMATE NUMBER OF EQUITY SECURITY HOLDERS

L X R IR TR

Number of record

holders as of
Title of class December 31, 1978

Cumulative Convertible Preferred Stock .................... 566

COmMMON StOCK .. ... o i ettt 1,161

7% Convertible Subordinated Debentures, due January 1, 1990 608

Warrants to purchase Common Stock at -

$14.51 per share (expired January 15, 1978) .............. 4
ITEM 10. '
SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS LS 002642
None
3
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ITEM 11, :
INDEMNIFICATION OF DIRECTORS AND OFFICERS

The General Corporate Law of the State of Delaware provides authority for the indemnification
ot directors and officers in the defense of civil and criminal actions. The Bylaws of the Company
provide for the indemnifications of directors and officers to the full extent and in the manner
permitted by the iaws of the State of Delaware. The Company has no insurance with respect to such
indemnification.

ITEM 12
FINANCIAL STATEMENTS, EXHIBITS FILED AND REPORTS ON FORM 8-K
(a) Listed below are the financial statements and exhibits filed as part ot this report:

(1) Financial Statements—see page 6.
(2) Exhibit—
(A) Calculation of net income (loss) per common share—see page 9.

(b) No report on Form 8-K was required to be filed during the three months ended December 31,
1978.

Part 1l
ITEMS 13 THROUGH 15, INCLUSIVE

Information called for by ltems 13 through 15, inclusive, in Part il is not filed at this time
pursuant to General Instruction H, which permits omission it a definitive proxy statement is filed not
later than 120 days after the close of the year.

LS 002643
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SIGNATURES

Pursuant to the requirements of Sections 13 or 15(d) of the Securities Exchange Act of 1934,
The RegO Group, Inc. has duly caused this Annual Report to be signed on its behalt by the under-

signed thereunto duly authorized.

THE REGO GROUP, INC.
(Registrant)

DATE: March 30, 1979

Robert C. Gluth _
Vice-President and Treasurer

._ DATE: March 30, 1979
Waltek,. ogoﬂskl

and

B . Genekal Counss!
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THE RegO GROUP, INC.

INDEX TO FINANCIAL STATEMENTS
COVERED BY REPORT OF CERTIFIED PUBLIC ACCOUNTANTS

Reference
Annual report
Form 10-K to.sharehoiders
(Page) {Page)
Report of Certified Public Accountants ............................... 3
Data incorporated by reference from attached The RegO Group, Inc. 1878
Annual Report to Sharehoiders:
Consoiidated balance sheets at December 31, 1978 and 1977 ... ..... 4-5
For the years ended December 31, 1978 and 1977:
Consolidated statement Of iNCOMe ..............covirenrnrnnnn 6
Consolidated statement of sharehoiders’ equity ................. 6
Consolidated statement of changes in financial position .......... 7
Notes to consaclidated financial statements ...................... 8-12
Consolidated schedules for the years ended December 31, 1978 and 1977:
V—Property, piant and equipment ............. ... .. .. .iiiin... 7

Vi—Accumulated depreciation, depletion and amortization of property,
plant and equipment . ... ... ... e

Xll—Valuation and qualifying accounts and reserves ................. 8
XVI—Supplementary income statement information .................. 8

Schedules not included above are omitted as either not applicable or not required or the
required information is included in the consolidated tinancial statements or the notes thereto.

The individual financial statements and schedules of the Company are omitted because the
Company is primarily an operating company and all subsidiaries included in the consolidated financial
statements being filed are totally-held subsidiaries and, in the aggregate, do not have indebtedness
to any person in amounts which exceed 5% of the total assets as shown by the most recent year end
consolidated balance sheet.

Those consolidated financial statements listed in the above index, together with the report there-
on of Arthur Young & Company dated March 23, 1979, which are included in the Annual Report to
Shareholders of The RegQ Group, Inc. for the two years ended December 31, 1978 are incorporated
herein by reference. All pages of the Company’s Annual Report to Shareholders, with the exception
of the Letter from the President (page 1), General Information (page 2) and Business Descrip-
tion (page 3), which are not deemed to be filed as pan of this annual report, are incorporated eise-
where herein by reference.

LS 002645
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THE RegO GROUP, INC.

SCHEDULE Vv
PROPERTY, PLANT AND EQUIPMENT
{In thousands of dollars)

(A) Relates principally to the sale of a regional warehouse facility.

Balancs at Retire- Balance
beginning Additions ments at end of
Classification of period at cost and sales period
. - { Year ended December 31, 1978
> f ' LANA oo $ 137 $ $ $ 137
k| Buildings and improvements ............ 2,617 a7 2,654
i H Machinery and equipment .............. 7,691 1,072 149 8.614
D $10,445 $ 1,109 $ 149 $11,405
T Year anded December 31, 1977
e B LaND .. $ 598 $ $ 461(A) 5 137
3 Buildings and improvements ............ 2,995 84 462(A) 2,617
Machinery and equipment .............. 7,229 915 453 7,691
rE $10,822 $ 999  § 1376 $10,445
3

y . SCHEDULE VI
* ACCUMULATED DEPRECIATION, DEPLETION AND AMORTIZATION OF
j.-.Q PROPERTY, PLANT AND EQUIPMENT
g = (In thousands of dollars)
e Additions
Balance at chargaed to Retire- Balance
- beginning costs and ments at and of
_._', Classification of period expenses and sales period
ﬁ_ Year ended December 31, 1978
= Buildings and improvements .............. $1,452 $ 97 $ $1,549
- Machinery and equipment ................ 4,670 717 136 5.251
= B $6,122 $ 814 s 136 $6,800
3 Year ended December 31, 1977 ' .
Buildings and improvements .............. $1,442 $ 136 $ 126(A) §$1,452
Machinery and equipment ... ............. 4,407 693 430 4670
$5,849 $ 829 $§ 556 $6,122

(A) Relates principally to the sale of a regional warehouse facility.

~. i o8 .
GO TR YT Y
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THE RegO GROUP, INC.

SCHEDULE XiI
VALUATION AND QUALIFYING ACCOUNTS AND RESERVES

(In thousands of doilars)
Additions

Balance at charged to Balance
Description bm‘gp'::’:dg 53;'.’.;'-": Deductions “p::g:'
Allowance for doubtful receivables:
Years ended December 31,
1978 . it e $ 120 $ 108 $ 131(A) § 97
7 $ 130 $ 55 $ 65(A) § 120
inventory valuation allowance: .
Years ended December 31,
1978 . e i $ 654 $ 283 $ 206(B) § 731
1977 o e et e $_sgs0 $ 64 $ 400(B) § 654

(A) Write-off of uncollectible accounts, net of recoveries.
{B) Disposals ot obsolete inventory.

SCHEDULE XVI
SUPPLEMENTARY INCOME STATEMENT INFORMATION
(In thousands of doilars)

Years ended
December 31,
1978 1977
Maintenance and rePaifrs ............cc.oitirninreteraoreaanneonronns $866 $891
PayrOll BaXeS ... i e e 856 761
LS 002647
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THE RegO GRQUP, INC.

CALCULATION OF NET INCOME (LOSS) PER COMMON SHARE
(in thousands, except per share data)

1978 1977 1976 1975 1974

Shares for computations:
Weighted average shares outstanding ...... 2,684 2,739 2,781 2,785 2,785

Common stock equivalents—assumed con-
version of convertible preferred stock into

common(A)(B) ......... .. ... 564 575
Common shares for primary income per share 2,684 3,303 2,781 2,785 3,360
Assumed conversion of 7% convertible sub-
: ordinated debentures(C) ............... 326 372 416
-_ Common shares for fully diluted income per
share ......... .. ..t i, 3,010 3,675 2,781 2,785 3,776
" Net income (loss) for computations:
Income (loss) from continuing operations .. $1,733 $2245 § 95 $(4,580) $ 7,476
T Loss from discontinued operations ........ (735) (1,915)
= income (loss) before preferred dividend re-
quirement . .......... .. 1,733 2,245 95 (5,315) 5,561
Less preferred dividend requirement(B) .. .. (366) (381) (383)
i Net income (loss) for primary income per
share ...... .. ... ... .. ... 1,367 2,245 (286) (5,698) 5,561
Add interest on 7% convertible debentures,
net of applicable income taxes{(C) ....... 122 148 184
- Net income (loss) for tully diluted income per
share ........ ... it $1.489 32393 § (286) $(5698) S 5745
Net income (loss) per common share:
Primary
income (loss) tfrom continuing operations . § 51 $§ 68 $ (.10) $ (1.79) §& 223
Netincome (loss) ..................... .51 .68 (.10) (2.05) 1.66
Fully diluted
Income (loss) from continuing operations . 49 .65 (.10) (1.79) 2.03
Net income (10SS) ..................... .49 65 (.10) (2.05) 1.52

(A) Yield of the 7% convertible debentures exceeded 6635 % of prime rate at date of issue and,
theretore, this security is not a common stock equivalent.

(B) Anti-dilutive in 1978, 1976 and 1975. Dilutive, and theretore included in shares for primary
income computation, in 1977 and 1974.

(C) Anti-dilutive in 1976 and 1975.

LS 002648
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CONSENT OF CERTIFIED PUBLIC ACCOUNTANTS

We consent to the incorporation by reference in this Annual Report on Form 10-K of The RegO
Group, Inc. of our report dated March 23, 1979 included in the 1978 Annual Report to Shareholders
of The RegO Group, Inc.

We also consent to the addition of the consolidated schedules of The RegO Group, Inc. listed in

the accompanying index to financial statements to the statements covered by our report dated
March 23, 1979 incorporated herein by reference.

ARTHUR YOUNG & COMPANY

Chicago, Illinois
March 23, 1979
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THE RegO GROUP, INC.

1978 ANNUAL REPORT TO SHAREMOLDERS

INDEX
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To OQur Shareholders

Sales in the year 1978 of $35,010,000 were up 2% over 1977. Net income in 1978, however,
was $1,733,000 compared to $2,245,000in 1977.

The reduction in net income was primarily the result of competitive conditions in the LP-gas
market. The company was unable to offset rising costs with adequate price increases.

In other respects, RegO continued to improve its operations. Additional computer con-
trolled cutting equipment and new screw machines have been added in a modernization program
of manutacturing facilities. Cost reduction and new design programs were able to partially offset
cost increases and are providing increased efficiency and additional competitive capabilities. Sales
and distribution has been strengthened in the LP-gas market due to new sales programs and are
being expanded in other market areas availabte to RegQ.

Sincerely,

&v;e Yol

John R. Morrill
Prasident

LS 002652

Golc - CDA dm - 1667



GENERAL INFORMATION

Officers and Directors

*tR. M. Dunn
Director and Chairman of Executive Committee
Ozark Airlines, inc., St. Louis, Missouri
Chairman of the Board
Ken-A-Vision Manufacturing Co. (manufacturing)
Kansas City, Missouri

*$+W. Featherstone

*J. R. Morrill
President and Chief Executive Officer
The RegO Group, Inc.
*R. A. Pritzker
President and Treasurer
The Marmon Group. In¢.
(diversified manutacturing)

Mining Engineer W. 8. Rogowski
. . Hayden Lake, Idano Secretary and General Counsel
R. C. Gluth The RegQ Group, Inc.

Vice Prasident and Treasurer
The RegO Group., Inc.
Executive Vice President
The Marmon Group, Iinc.
(diversified manufacturing)
* G.A. Jones
Executive Vice President
The Marmon Group, Inc.
(diversified manufacturing)
*tH. F. Magnuson
Partner
M. F. Magnuson & Company
(Cartified Public Accountants)
Wallace, |daho

Capital Stock

Vice President and Secretary
The Marmon Group, Inc.
(diversified manufacturing)
*G. P. Smith
Chairman of the Board
The RegO Group, Inc.
D. V. Ytterberg
Vice President
The RegO Group, Inc.
C. D'Ascenzo
Aasistant Secretary
The RegO Group, inc.
*Director of The RegQ Group, Inc.

tMember of the Audit Committee.

The Company's common shares are traded on the Pacific, Spokane and Intermountain Stock
Exchanges (symbol: REG). Its preterred stock is traded on the Pacific Stock Exchange (symbol:
REG. PR). The Marmon Group, Inc. owns 90% of the Company’s common shares and 78% of its

preferred shares.

The following table presents the quarterly high and low prices of the Company's common and
preferred stock for the past two years as reported by the Pacific Stock Exchanga:

Common Pretfarred
1978 High Low High Low
FirstQuarter ..................... $5% $4% $157% $15%
Second Quarter .................. TVa 4% 17% 152
Third Quarter ...........c...c..... 7 6 20 17%
1977 FourthQuarter ................... 6% 5v2 19% 16V2
First Quarter .................... 3% 3 142 13%
Second Quarter .................. 5 3 15% 14%
Third Quarter .................... 4% 4% 15% 14%
Fourth Quarter ................... 5% 4 16% 14%

No dividends have been paid on common stock during the past two years. A dividend of $.25
per share was paid in each quarter of 1978 and 1977 on the $1.00 Cumulative Convertible Preferred
Stock.

Transfer Agent & Registrar
American National Bank & Trust Company
33 North LaSalle Street

Chicago, lllinois 60650

Auditors
Arthur Young & Company .
One |IBM Plaza

Chicago, illinois 60611

1979 Annual Meeting

The RegO Group, Inc. 1979 annual meeting
of shareholders will be at 9:00 A.M. on June
15, 1979, at the offices of the subsidiary,
RegO Company, 4201 West Peterson Avenue,
Chicago, lllinois 60646.

Form 10-K

A copy of the annual report to the Securi-
ties and Exchange Commission on Form 10-K
may be obtained from the Company at no
expense to the shareholder. Direct your writ-
ten request to:

Mr. Walter S. Rogowski, Sacretary
The RegO Group, Inc.
39 South LaSalle Street

Chicago, lllinois 60603 LS 002653
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BUSINESS DESCRIPTION

The RegO Group, In¢. (the Company) is engaged in the manufacture and sale of pressure
regulators and other devices (valves, manifolds, fittings and related equipment) used to control
the flow of gases and liquids. A significant portion of the sales are to the petroleum, construction
and plumbing industries.

REPORT OF CERTIFIED PUBLIC ACCOUNTANTS

The Board of Diraectors
and Shareholders
The RegO Group, Inc.

We have examined the consolidated balance sheets of The RegO Group, Inc. (the Company)
at December 31, 1978 and 1977, and the related consolidated statements of income, shareholders’
equity and changes in financial position for the years then ended. Our examinations were made in

<:~ accordance with generally accepted auditing standards and, accordingly, included such tests of the
accounting records and such other auditing procedures as we considered necessary in the circum-
stances.

As more fully described in Note 11, the Company has significant purchases of materiais from
a division of its parent and significant other transactions with its parent.

As more fully described in Note 8, the Company is subject to possibie losses relating to un-
insured product liability claims. It is not possible at this time to determine the additional losses,
it any, that may be incurred, which losses could significantly affect the Company’s consolidated
financial statements.

In our opinion, subject to the effects, if any, on the consolidated financial statements of the
ultimate resolution of the matter discussed in the preceding paragraph, the statements mentioned
above present fairly the consolidated financial position of The RegO Group, Inc. at December 31,
1978 and 1977, and the consolidated results of operations and changes in financial position for the
years then ended, in conformity with generally accepted accounting principles applied on a
consistent basis during the period.

ARTHUR YOUNG & COMPANY

Chicago, lllinois
March 23, 1979
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THE RegO GROUP, INC.
CONSOLIDATED BALANCE SHEET

ASSETS
(/n thousands of dollars)
December 31,
1978 1977
Current assets
Cash (including, in 1977, $3,000 of certificates of deposit) ............ $§ 25 $ 3,294
Investment agreement receivable—parent (Note 11) ................. 14,022 8,411
Commercial PapPer ... ... e e 100 1,100
Notes and accounts receivable, less allowance for doubtful receivables
(1978—897; 1977—8120) ......coi'iiririr it enireeannaaesennens 4,766 4,644
Inventories (NOte 3) . ... ... ittt ii e 11,290 12,173
Deferred income taxes (Note 6) .......... ... ..o it 643 521
Other current assets ............. .ottt it enaneans 111 86
; Total current a@ssets . ..........coiiiiiiiinniiinaenan 30,957 30,229
Property, ptant and equipment (Note 4)
I .+ 137 137
Buildings and improvements .............. ... .. ...l 2,654 2,617
Machinery and equipment .............. .. .ttt 8,614 7.691
' 11,405 10,445
Less accumulated depreciation .............. ..., (6,800) (6,122)
Property, plant and equipment—net ...................... 4,605 4,323
Excess of cost over underlying equity in net assets acquired ............ . 3,135 3,135
Other assets ............ e e e e e e e e e e 397 434

$39,094 $38,121

See Notes to Consolidated Financial Statements.
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THE RegO GROUP, INC.
CONSOLIDATED BALANCE SHEET

UABILITIES AND SHAREHOLDERS' EQUITY
(In thousands ot dollars)

Current liabilities
Accounts payable—trade ................. e
Accounts payable—parent . ... ....... ... ...
Income taxes (NOt@ B) ........ ..ottt i,
Accrued liabilities (Note 5) ...... e e
Current maturities of long-term debt (Note 4) .......................
Total current liabilities ....... JE

Long-term debt (Note 4) . ..... ... ... ... i it
Deferred income taxes (NOt@ 6) ............oiiuriniuiintninnnnn.
Contingent liabilities (Notes 8 and 11)

Sharehoiders' equity (Notes 4 and 9)

December 31,

Preferred stock—autharized 919,523 shares, $1.00 par value; issued and
outstanding—360,432 shares in 1978 and 368,274 shares in 1977 (re-
demption and liquidation value: 1978—$13,516; 1977—$13,810) .....

Common stock—authorized 7,500,000 shares; $.01 par value; issued
2,857,360 in 1978 and 2,857,110 shares in 1977 ....................

Otherpaid-in capital .......... ... ... .o,
Retained @amings ............ ... . ittt

Less common stock in treasury—at cost: 1978—185,866 shares; 1977—
166,466 Shares . ............iiiiii i e e

Total shareholders’ equity ..................ccvvnn..

See Notes to Consolidated Financial Statements.

5

1978 1977
$ 1,711 $ 1,913
1,461 1,489
1,075 811
1,749 1,319
119 108
6,115 5,640
5,700 6,307
569 575
360 368
29 29
6,069 6,194
21,362 19,995
27,820 26,586
(1,110) (987)
26,710 25,599
$39,094 $38,121
LS 002656
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THE RegO GROUP, INC.

CONSOLIDATED STATEMENT OF INCOME
(In thousands of dollars, except per share data)

Decomber 37
1978 1977
Revenues
NOt SAIOS .. ... it . $35,010 $34,324
Other INCOME@ . ... ... i e e e e 1,448 1.085
36,458 35,419
Costs and expenses
CostofSales ........ .. e 26,887 25,138
; Selling and adMiINiStrative @XPense .. .................oeeeeeenneon.. 5,842 5,463
, INtBreSt @XPONSE . ... .. .. ... i 542 579
33,27 31,180
Income before allocation of income taxes ............... ... .. uu... 3,187 4,239
Allocation of income taxes (Note 6) .. ....... ... ... ... ... ... ... ....... 1,454 1,994
Netincome .............. ... ... ... P $ 1,733 $ 2,245
Net income per common share (Note 10)

Py ... e e $§ .51 $§ .68
Fully difuted . ... .. . i e e e e $ 49 $§ 65
CONSOLIDATED STATEMENT OF SHAREHOLDERS' EQUITY
YEARS ENDED DECEMBER 31, 1978 AND 19877
(In thousands of dollars)

Other
Preferred Common paid-in Retained Treasury
stock stock capital earnings stock Total
Balance at December 31,1976 .... 3381 $ 774 $5,648 $18,127 $ (569) $24,361
Change to par value stock .. ... (745) 745
Purchases during the year . . ... (13) (199) ' (418) (630)
Netincome .................. _ 2,245 2,245
Preferred dividends paid . . ... .. (377) (377)
Balance at December 31,1977 .... 368 29 6,194 19,9985 (987) 25,599
Purchases during the year . . ... (8) (125) (123) (256)
Netincome .................. 1,733 1,733
Preferred dividends paid ...... (366) (366)
Balance at December 31,1978 .... 35360 $§ 29 $6,069 $21,362 $(1,110) $26,710
See Notes to Consolidated Financial Statements.
6 LS 002657
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THE RegO GROUP, INC.

CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION
{ In thousands of dollars)

Years ended

December 31,
1978 1977
Sources of working capital
Operations
NOt iNCOMB . ... .. it e e e $ 1,733 $ 2,245
' Charges (credit) not invelving working capital
g DePreCiatioN . ... ... 814 829
' Deferrad iNCOMO tAXES . . .. ..o oottt e e (8) 57
L {3 - G 37 89
Working capital provided from operations ................. 2,578 3,220
Disposition of property, plant and equipment ... ..................... 13 820
Total working capital provided .......................... 2,591 4,040
Uses of working capital
Purchase of property, plant and equipment ......................... 1,109 999
Reduction of long-term debt .. ... ... ... ... .. .. .. .. il 607 114
Preferred dividends paid .......... ... it 366 3n
Purchase of capital stocK ... ... ittt e 256 630
Total working capitat used ......................: e ) 2,338 2,120
Increase in working capital ........ .. .. L § 253 $ 1,920
Changes in Elements of Working Capital
Increase (decrease) in current assets
Cash, investment agreement receivable and commercial paper ........ $ 1,342 $ 1,582
Notes and accounts receivable—net .. ... ... ....................... 122 140
INVBMIOIBS .. ... i e e e (883) 2,958
Deferred iNCOME taX@S .........ci ittt ittt it nenn 122 (1,171}
Other current assets ... .. PSP 25 63
728 3,572
(Increase) decrease in current liabilities
Accounts payable ........... ... ... .. e e 230 (978)
FaTote - 2 ¢ - J (264) (811)
Accrued labilities ........... ... .. ... (430) 147
Current maturities of long-term debt .. .............. . ... iiiienn. (11) (19)
: (475) {1,652)
Increase in working capital .............................. e 253 1,920
Working capital at beginning of year ................................. 24,589 22,669
Working capital atendofyear ... ........................ e $24,842 $24,589 -
See Notes to Consolidated Financial Statements.
7
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THE RegO GROUP, INC.

NOTES TO CONSOLIDATED FINANC!AL STATEMENTS
(Tabular amounts are in thousands of dollars, except as noted)

Note 1. Organization

On June 17, 1977, the shareholders approved a change in the state of incorporation from
Idaho to Delaware by merging Golconda Corporation into The RegO Group, Inc. (the Company)
(formerly RegO Company), a wholly-owned Delaware subsidiary. This change had no effect on
the consolidated financial statements of the Company. The Marmon Group, Inc. (Marmon) owns
78% of the Company’s preferred stock and 90% of its common stock, representing 83% ot the
outstanding voting stock of the Company.

Note 2. Summary of significant accounting policies

Consolidation—all subsidiaries are consoiidated and significant intercompany transactions
and balances have been eliminated.

Commercial paper—is carried at cost, which approximates market.

Inventories—are valued at the lower of last-in, first-out (LIFQ) cost or market. Market is gen-
erally considered to be net realizable value.

Property, plant and equipment—are carried at cost, less accumulated depreciation. Deprecia-
tion provisions are determined principally on the straight-line method for assets acquired prior to
1977 and on acceterated methods for subsequent acquisitions.

The estimated lives used in determining depreciation are as follows:
Buildings and improvements ........................ 5 to 50 years

Machinery and equipment .......................... 5§ to 20 years

Expenditures for maintenance and repairs are charged to expense as incurred. Significant
renewals and betterments are capitalized. Gains on property dispositions are included in income as
realized and provisions are made for possible losses when it is determined that losses are probable.

Deferred income taxes—are provided on non-permanent differences between financial statement
and taxable income (see Note 6).

Investment tax credits—are accounted for under the “‘flow-through'’ method.

Excess of cost over underlying equity in net assets acquired—the amount shown on the balance
sheet arose prior to fiscal year 1971 and is not being amortized because, in the opinion of manage-
ment, there has been no diminution of value.

Pension plans—current costs are accrued and funded on a current basis; unfunded past service
costs are accrued and funded on a thirty-year basis.

Note 3. Inventories

Inventories used in the computation of cost of sales were $11,290,000, $12,173,000 and
$9,215,000 in the years 1978, 1977 and 1976, respectively. Inventories valued under the LIFO method
were approximately $2,000,000 less than the current cost of such inventories at December 31, 1978
($1,700,000 at December 31, 1977). The classification of inventories by stage of production is not
available from the accounting records.
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THE RegO GROUP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

Note 4. Long-term debt
Long-term debt is comprised of the following:

December 31,

1978 1977

7% convertible subordinated debentures, due January 1, 1980 .......... $3,483 $3,970
10% first mortgage note, payable in monthiy instaliments of $28,375 in-

cluding interest, final payment due April 1, 1880 ... .. ............... 2,336 2,445

5,819 6,415

Less current maturities ........... . ... 119 108

$5,700 $6.307

The net book value of the property subject to the mortgage at December 31, 1978 was $910,000.

The aggregate amounts of long-term debt maturing in each of the years 1980-1983 are: $240,000
in 1980, $471,000 in 1981, $486,000 in 1982 and $502,000 in 1983.

The 7% convertible subordinated debenture agreement contains covenants which provide,
among other things, that consolidated working capital is to be maintained at not less than $10,000,000
and that the Company will not pay cash dividends on its common stock or acquire, for cash, any
shares of its common stock in excess of $1,000,000 pius its cumulative consolidated net income, less
preferred dividends and net amounts paid for common stock purchases. after November 30. 1969.
At December 31, 1978, 36,882,000 was available for the payment of cash dividends on common
stock and for the purchase of shares of common stock. '

The trust indenture underlying the convertible subordinated debentures provides, among other
things, that the debentures are redeemable at the Company's option at prices ranging from 102.5%
in 1979 to 100% in 1984, and that sinking fund payments of $325,000 are required annually with an
option to make additional annual payments of $325,000 without premium; such payments can be
reduced by the principal amount of debentures acquired by the Company or converted into common
stock. All of the 1979 installments and $217,000 of the 1980 instaliments have been satisfied. The
debentures are convertible into shares of common stock at a conversion price of $10.67 per share
(subject to non-dilution provisions).

Note 5. Accrued liabilities

Accrued liabilities consist of the following: Dacember 31,
1978 1977

COmMPaNSatiON ... ... e $ 118 $ 175
Taxes, other than incomMe taxes . ...t et e 176 299
Employee banefits .........cooviriiiit 713 456
Product liability .........cooiiiiiii i 550 200
L0 14 o= 192 189

$1,749 $1.319

Note 6. Allocation of income taxes

‘See Note 11 with respect to the method of determining the allocation of income taxes and the
Company's contingent liability for federal income taxes resulting from the Company’s inclusion in
the consolidated federal income tax return of GL Carporation (GL), Marmon'’s parent. The alloca-
tion of income taxes consists of:

1978 1977

Current
FOABAl .. e ottt S $1,454 $1,533
(] 2 - TP PP 128 170
Deferred (principally federal) .......................... e (128) 291
$1,454 $1.994

9
LS 002660

Golc - CDA dm - 1675



THE RegQ GROUP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
The effactive tax rates of 45.6% and 47.0% for 1978 and 1977, respectively, diftered from the
statutory federal rate of 48% principally as a result of investment tax credits ($91,000 and $51,000
in 1978 and 1977, respectively).

The provision (benefit) for deferred income taxes is comprised ot the following:

" 1978 1977
Excess of tax over financial statement depreciation .................... $ 32 S 74
Losses realized for tax purposes on assets previously written down ... .. .. 119
Inventory valuation allowances ................. it (38) 147
Product liability allowances ........... ... ... ... i i (175) (17)
Other—net ... e e e 53 (32)
Deferred income tax provision (benefit) .................. $(128) $291

The Internal Revenue Service has substantially completed its examination of the federal income
tax returns for the years 1973 and 1974. Management believes that adequate allowances have been
established for all income tax liabilities relating to the Company.

Note 7. Pension plans

The Company has two pension plans covering substantially all employees. The charges to
operations for the cost of the pension pians for the years ended December 31, 1978 and 1977 were
$524,000 and $531,000, respectively.

The unfunded past service cost relating to the above plans was approximately $3,500,000 at
December 31, 1978. The vested benefits exceed the total of the pension fund assets and baiance
sheet accruals by approximately $2,100,000 at that date.

Note 8. Contingent liabilities

The Company is one of thirty-five defendants in a class action filed on October 29, 1973, in the
United States District Court for the Southem District of Califomia. The complaint seeks damages
and other relief as a result of alleged violations of federal securities laws, illegal loans, improper
acts and conspiracy to commit the foregoing acts and fraud. The parties have agreed to a settlement,
subject to court approval, which would dismiss the Company from this proceeding. In the opinion
of management and general counsel, there will be no material adverse effect on the Company'’s
consolidated financial statements whether or not the settlement is approved.

The Company does not have a material exposure for product liabilitly claims for periods prior
to December 31, 1976. Beginning January 1, 1977, the Company’s product liability insurance cover-
age was modified so that the Company, in effect, will bear the cost of the first $200,000 of loss on
each claim. In addition, the Company will bear the next $400,000 of loss on each claim up to an
aggregate loss for the year of occurrence of $900,000 ($500,000 and $1,000,000 subsequent to
September 1, 1978).

A number of product liability claims with respect to 1977 and 1978 have been asserted and,
based upon the Company's historical experience, additional claims might be asserted, as such claims
are sometimes initiated two or more years following an alleged product malfunction. Allowances
have been provided for losses reasonably expected, including’a provision of $350,000 in the fourtl_'u
quarter of 1978. However, at this time, management cannot determine the additional losses, if
any, that may be incurred, but believes such losses could be significant.
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THE RegO GROUP, INC.
‘NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

Note 9. Capital stock

The outstanding preferred stock is entitled to prefarential cumulative annuai dividands at the
rate of $1.00 per share and is redeemable at the Company’s option at $37.50 per share, plus unpaid
-cumulative dividends.” The preferred stock has liquidation rights over the common stock in any finai
distribution and is entitled to one vote for each share heid.

The outstanding preferred shares are convertible into common shares at the option of the
holder at the rate of one and one-haif shares of common stock for each preferred share held. This
conversion rate is subject to non-dilution pravisions.

At December 31, 1978, 1,159,544 shares of authorized but unissued common shares have been
reserved as follows: 540,648 shares for conversion of preterred stock; 326,429 shares for conversion
of the 7% convertible subordinated debentures (Note 4); and 292,467 shares for exercise of out-
standing warrants for the purchase, at $14.51 per share, of common stock. The warrants expired
January 15, 1979.

Note 10. Incomse per common share

Primary income per share for 1978 is based on net income less preferred dividend requirements
and the weighted average number of shares of common stock outstanding (the assumed conver-
sion of preferred stock is anti-dilutive). Primary income per share for 1977 is based on net income
and the weighted average number of shares of common stock and common stock equivalents (shares
issuable upon the assumed conversion of praferred stock) outstanding during the year.

Fully diluted income per share reflects the assumed conversion of the outstanding convertible
debentures, as if the conversion had taken place at the beginning of the year, and the restoration
to income of the related interest, net of applicable income taxes.

Note 11. Related party transactions

Transactions between the Company and its parént, at prices and upon terms determined by the
parties, inciude the following:

1978 1977
Purchases of raw materials from a division of the parent .. .............. 34,372 $5,285
Management fee charged to the Ccmpany(1) ....... ... ... .. ........ 116 . 116
Interest iNCOME(2) .. ..o iii i e e 946 411

(1) The management fee covers certain services, incfuding general management, personnei matters,
insurance, pension plan, legal, accounting and taxation matters and other similar matters which
its parent provides to its divisions, subsidiaries and affiliates.

(2) The Company has an informal investment agreament with Marmon whereby a portion of the
Company’s excess funds ($14,022,0C0 at December 31, 1978 and $8,411,000 at December 31,
1977) is invested by Marmon on behaif of and for the benefit of the Company.

The Company does not have any other material transactions with its parent or other affiliated
companies other than certain expenses and feceral income taxes, which are directly attributabie to
the Company and which are paid by its parent and charged to the Company.

The Company is included in the consolidated federal income. tax return of GL. Under the terms
of a tax sharing agreement with its parent, federal income taxes are computed as if the Company
and its subsidiaries file a separate consolidated return and liabilities are remitted to and benefits

" and refunds are obtained from the parent on this basis. A§ a member of the GL consolidated

federal income tax group, the Company is contingently liable for federal income taxes attributable to
other members of the group. GL has agreed to indemnify the Company against any such liabilities.
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THE RegO GROUP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

Nots 12. Fourth quarter operations

Net income for the fourth quarter of 1978 was reduced approximately $450,000 by inventory
adjustments. (Also see Note 8.)

Note 13. Industry information

The Company, which does not have foreign operations, operates in one industry—the manufac-
ture and sale of pressure regulators and other devices used to control the flow of gases and liquids.
A significant portion of the sales are to the petroleum, construction and plumbing industries.

Five customers, in the aggregate, accounted for approximately $8,600,000 and $9,800,000 or
25% and 29% of total sales in 1978 and 1977, respectively. Export sales in 1978 and 1977 were in the
following geographic areas:

Sales
1978 1977

(o7 T 7- 1« - OO $1344 = 31,527
Central and South America .......... ...ttt 822 7
ASia and Far East ...ttt e e 758 447
United Kingdom . ... ... . e 414 197
Europe ........ e e et 366 401
Africaand Near East ........... ... ... ittt 300 258

$4,004 $3,561

LS 002663
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THE RegO GROUP, INC.

FIVE YEAR SUMMARY OF OPERATIONS
(In thousands, except per share data)

The following consolidated summary of operations of The RegO Group, Inc. for the five years
ended December 31, 1978 is not reported upon herein by certified public accountants. This summary
should be read in conjunction with the consolidated financial statements of the Company and the
certified public accountants’' report with respect thereto, which is qualified as set forth therein, for
the two years ended December 31, 1978, contained elsewhers in this Annual Report to Shareholders.

Years ended December 31,

1978 1977 1976 1978 1974
Continuing operations

Netsales ............ccoviiiiiiinenennnnn. $35,010 834,324 $26,809 $21,481 $31,058
Costofsales (Note A) ..................... 26,887 25,138 21,618 19,308 24,078
Selling and administrative expenses ......... 5,842 5,463 5,147 4,808 6,136
Interest expense ..............cciininian... 542 579 601 715 1,162
Unusual losses (income) (Note B) .......... 1,807 (10,541)
Otherincome—net ......................... (1,448) (1,095) (747) (301) (658)
31,823 30,085 26,619 26,437 20,177

Income (loss) before income taxes .......... 3,187 4,239 190 (4,956) 10,882
income tax (provision) benefit .............. (1,454) (1,994) (95) 376  (3,406)
income (loss) from continuing operations . ... 1,733 2,245 95 (4,580) 7,476
Discontinued operations (Note C) ............. (735). (1,915)
Netincome (loss) ..............c.civevnn... 1,733 2,245 85 (5315) 5,561
Preferred stock dividend requirement .......... (366) (377) {381) (383) {383)

Net income (loss) applicable to common stock . $ 1,367 $ 1,868 § (286) $(5,698) § 5,178
Net income (loss) per common share

Primary
income (loss) from continuingoperations ... $ 51 $ 68 §$ (.10) § (1.79) § 223
Netincome (loss) ...............civunn.. 51 .68 (.10) (2.05) 1.66
Fully diluted
Income (loss) from continuing operations . .. .49 .65 (.10) (1.79) 2.03
Netincome (1088) ........... ..., .49 .65 (.10) (2.05) 1.52
Weighted average common shares outstanding
Primary .......... .. i 2,684 3,303 2,781 2,785 3,360
Fullydiluted .................. it 3,010 3,675 2,781 2,785 3,776
Notes: )

(A) The adoption of the LIFO cost method of inventory valuation reduced 1977 net income by
$891,000 or $.27 per share ($.24 on a fully diluted basis).

(8) The 1975 amount inciudes a $1,178,000 provision for losses incurred in a plant shut-down and a
$729,000 loss resulting from write downs of investments in and advances to various foreign joint
ventures. The unusual income in 1974 resulted from sales of marketable securities.

(C) Discontinued operations principally reflect the losses on sales of the Company's food service
equipment and aerospace components manufacturing businesses.
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MANAGEMENT'S DISCUSSION AND ANALYSIS
OF RESULTS OF OPERATIONS

Year 1978 vs. 1977

Net sales increased 2%. This is primarily the result of increased prices and new sales programs’
offset by a decline in sales of LP-gas control equipment,

Gross profit as a percentage of sales was 23% in 1978 compared to 27% in 1977. This decrease
is attributed to higher material, labor and other factory costs which could not be fully recovered in
higher prices.

Selling and administrative expenses increased 7% primarily due to increased product liability
costs.

Other income increased $353,000 mainly due to increased interast income while interest expense
decreased $37,000 as a result of the decrease in long-term debt. '

Net income decreased $512,000 primarily as a result of a regression in the LP-gas market. In
addition, competitive conditions did not aliow adequate recovery of increased costs.

Year 1977 vs. 1976

Net sales increased 28% primarily due to continued improved conditions in the LP-gas market
and new saies programs. This resulted in increased prices, unit voilume and better sales mix.

Gross profit as a percentage of sales increased from 19% in 1976 (after a $1,395,000 inventory
valuation provision) to 27% in 1977 (after a $1,681,000 provision for change to LIFQ inventory valu-
ation). This increase relates to increased selling prices, better sales mix to higher margin LP-gas
products and improved utilization of production facilities at higher activity levels.

Selling and administrative expenses increased 6% mainly due to increased marketing costs
related to higher sales voiumes.

Interest expense decreased $22,000 as a result of the decrease in long-term debt. Other income
increased $348,000 mainily due to increased interest and royalty income in 1977 and the loss on sale
of mining stocks and related assets in 1976.

Net income increase of $2,150,000 can be attributed primarily to improved market conditions in
LP-gas, new sales programs, better pricing and increased utilization of production facilities with
cantrol over costs related to increased volumes.
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ITEM 1.

BUSINESS

General Development of Business

On June 17, 1977. the shareholders approved a change in the state of incorporation from Idanc
to Delaware by merging Golconda Corporation into The RegO Group, Inc. (the Company) (formerly
RegO Company), a wholly-owned Delaware subsidiary. This change had no effect on the consoii-
dated financial statements of the Company.

There have not been any material changes in the current year in the manner of conducting the
business.

Financial Information About Industry Segments

The Company’s continuing manufacturing operations are, and have been for the last five years.
in one industry—the manufacture and sale of pressure reguiators and other devices used to control
the fiow of gases and liquids.

Narrative Description of Business

The Company designs, deveiops, manufactures and markets pressure regulators, valves and
other control equipment for LP-gas and anhydrous ammonia; pressure regulators, cylinder valves,
manifolds and other control equipment for compressed gases; and gas weiding and cutting equip-
ment. The Company also manufactures and markets a line of fittings for use with copper tubing.
garden and air hoses. A common characteristic of these prcducts is the control of the flow of gases
and liquids under a wide variety of temperatures and pressures.

Raw materials and components used in the manufacturing operations are available from more
than one supplier, although certain parts and materials are obtained from a single supplier (a related
company).

The Company is subject to intense competition from older and larger ftirms having greater
financial resources and from smaller local and regional firms which have advantages deriving
from proximity to local markets. Its products are sold ptincipally in the United States through full-
time salesmen, distributors and manufacturer's agents. A significant portion of the sales are to the
propane, construction and plumbing industries. The Company (1) is not required to carry
significant amounts of inventories to meet rapid delivery requirements of its customers and (2) ex-
tends payment terms to certain customers, principally on export saies.

Research and Development

The doilar amount of expenditures for research and development activities during the last two
years was not material.

Major Customers _
The Company did not have sales to any customer in an amount exceeding 10% of consolidated
revenues.

Backiog )

As of December 31, 1979, the Company's backlog of orders totaled approximately $9.000.000,
all of which is expected to be filled in 1980. At December 31, 1978, the backlog amounted to ap-
proximately $7,000,000. Backlog amounts are not necessarily indicative of sales for subsequent
periods because of the short lead time between receipt of order and delivery.

Environmental Matters

The Company is subject to environmental reguiation by fedesal, state and local authorities.
There are no material expenditures required for poilution control equipment under applicable
environmental laws.

LS 002667
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Employees
The Company had approximately 700 full-time employees at December 31, 1979.
Financial Information About Foreign and Domestic Operations, Including Export Sales

All of the Company's operations are conducted in the United States. Export sales in the fol-
lowing geographic areas were (in thousands of dollars):

Sales
1979 1978 1977
Canada ............ ... ... ... ... ..., $2,473 $1,344 $1,527
Central and South America .............. 880 822 731
AsiaandFarEast ...................... 841 758 447
United Kingdom . ....... ... ........... 251 414 197
Europe ............... . 454 366 401
Africaand NearEast ................... 256 300 258

$5,155 $4,004 $3,561

ITEM 2.
SUMMARY OF OPERATIONS

The Summary of Operations for the five years ended December 31, 1979 and Management's
Discussion and Anaiysis of Results of Operations appear on pages 12 and 13, respectively, of the
Company’s 1979 Annuat Report to Shareholders and are incorporated herein by referencs.

ITEM 3.
PROPERTIES

Manufacturing operations are conducted at two Company owned locations in the Chicago area
which have an aggregate of approximately 340,000 square feet of floor space. Two distribution
centers (Saddle River, New Jersey and Kansas City, Missouri) with an aggregate of approximately
10,000 square feet are leased on an annual renta! basis. In the opinion of management, the facilities
‘are well maintained, substantially utilized and suitable for their intended use.

ITEM 4.
PARENTS AND SUBSIDIARIES

Parents

The Marmon Group, Inc. (Marmon), (a subsidiary of GL Corporation, which owns approximately
82% of the voting interest in Marmon), a Delaware corporation located at 39 South LaSalle Street,
Chicago, Itinois 60603, owns 79.1% of the Company's preferred stock and 90.9% of its common
stock, constituting 89.5% of the outstanding voting stock and is deemed the parent of the Company.

Subsidiaries

The following is a list of all of the Company's subsidiaries at December 31, 1979, ail of which
are included in the Company's consolidated financial statements:

Percentage
of Voting
Securities State of
Name of Subsidiary Owned Incorporation
RegO Company ......... e 100 Delaware
RegO Distribution Center, Inc. ................. 100 - Delaware
4201 W, Peterson Corporation . ................ 100 Delaware
RegO IiInternational, inc. ........... e 100 Iinois
2 LS 002668
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ITEM §.
LEGAL PROCEEDINGS

A number of product liability claims have been asserted against the Company. The Company's
business involves the design, manufacture and sale of various regulators, valves and other equip-
ment used in controlling the flow of gases and liquids under a wide variety of temperatures and
pressures. The products are often incorporated into other and larger finished products. Given the
nature of its products, the Company believes that product liability claims are ordinary routine liti-
gation incidental to its business. Based upon the Company's experience, product liability claims
may be asserted up to two or more years following the alleged incident or alleged malfunction.

ITEM 6.
INCREASES AND DECREASES IN OUTSTANDING SECURITIES AND INDEBTEDNESS

Number
of shares
(A) Cumulative Convertible Preferred Stock
Balance December 31,1978 . .. ....... ... ... ......... 360,432
Purchased duringtheyear . ... ..................... (4,494)
Balance December 31,1979 . .. ... ... ... .. ......... 355,938
(B) Common Stock
Balance December 31,1978 ... ... ... ... ... ... ..., 2,671,494
Purchased duringtheyear ... ....... ... .......... . (19,491)
Balance December 31,1979 ... ... ... ... ... ........ 2,652,003
_Face value
(C) 7% Convertible Subordinated Debentures, due
January 1, 1990
Balance December 31,1978 . ... ..... .. ... ... ....... $3.483,000
Purchased during theyear .......................... (231,000)
Balance December 31,1979 . ... .. ....... ... .. .. ..... $3,252,000
ITEM 7. _
CHANGES IN SECURITIES AND CHANGES IN SECURITY FOR REGISTERED SECURITIES
None
ITEM 8.
DEFAULTS UPON SENIOR SECURITIES
None

ITEM 9.
APPROXIMATE NUMBER OF EQUITY SECURITY HOLDERS

Number of record
holders as of

Title of class December 31, 1979

Cumulative Convertible Preferred Stock .................... 539

Common Stock ........ ... ... .. .. e 1,087

7% Convertible Subordinated Debentures, due January 1, 1990 528
ITEM 10. ’
SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

None LS 002669
3
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ITEM 11.
INDEMNIFICATION OF DIRECTORS AND OFFICERS

The Generat Corporate Law of the State of Delaware provides authority for the indemnification
of directors and officers in the defense of civil and criminal actions. The Bylaws of the Company
provide for the indemnification of directors and officers to the full extent and in the manner
permitted by the laws of the State of Delaware. The Company has no insurance with respect to such
indemnification.

ITEM 12,
FINANCIAL STATEMENTS, EXHIBITS FILED AND REPORTS ON FORM 8-K
(a) Listed below are the financial statements and exhibits filed as part of this report:

(1) Financial Statements—see page 6
(2) Exhibit—
(A) Calculation of net income (loss) per common share—see page 9.

(b) No report on Form 8-K was required to be filed during the three months ended December 31,
1979.

Part 1l
ITEMS 13 THROUGH 15, INCLUSIVE

Information called for by items 13 through 15, inclusive, in Part Il is not filed at this time
pursuant to General Instruction H, which permits omission if a definitive proxy statement is filed not
later than 120 days after the close of the year.
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SIGNATURES

Pursuant to the requirements of Sections 13 or 15(d) of the Securities Exchange Act ot 1934,
The RegO Group, Inc. has duly caused this Annual Report to be signed on its behalf by the under-
signed, thereunto duly authorized.

The RegO Group, Inc.
(Registrant)

DATE: March 27, 1980
ROBERT C. GLUTH

Robert C. Gluth
Vice-President and Treasurer

DATE: March 27, 1980
WALTER S. ROGOWSKI

Walter S. Rogowski
Secretary and
General Counsel
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Vi—Accumulated depreciation, depletion and amortization of property. - R & .
plant and equipment ... ... ... e e = : woo
Xll—Valuation and qualifying accounts and reserves ................. .8
XVI—Supplementary income statement rnformatron ...... _— ' 8' E

The individual financial statements and sghedules of the. Company: are: omitted becauss the” IR
Company is primarily an operating company and-all subsidiaries included in the consolldated financial .

statements being filed are totally-held subsidiaries and, in the aggregate do not have. indebtedness

to any person in amounts which exceed 5% ot the total-assets as shown by the most recentiyear end
consolidated balance sheet.

Those consolidated financial statements Insted in’ the above |ndex together wrt, 1

nual Report to Shareholders of The’ Rego Group; Inc. for the two’ yeers ended December 31, 1“1 3

are rncorporated herein by referenca. All pages of the Companys Annuat Repon_to Shareholde _
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The Rsgl Croug, Inc.

_ SCHEDULE Vv
PROPERTY, PLANT AND EQUIPMENT
{In thousands of doliars)

Balance at Retire- Balance
beginning Additions ments at end of
Classitication of period 8t cost and sales period

Year ended December 31, 1979
Land ... ... ... $ 137 $ $ $ 137
Buildings and improvements . ........... 2,654 7 2,661
Machinery and equipment . . ...... ...... 8,614 992 149 9,457
$11,405 $ 999 $ 149 $12,255

Year ended December 31, 1978
Land ........ ... ... ... $ 137 $ $ $ 137
Buildings and improvements . ........... 2,617 37 2,654
Machinery and equipment ... ... ...... 7,691 1,072 149 8,614
$10,445 $ 1,109 $ 149 $11,405

SCHEDULE VI
ACCUMULATED DEPRECIATION, DEPLETION AND AMORTIZATION OF
PROPERTY, PLANT AND EQUIPMENT
(In thousands of dollars)

Additions
Balance at charged to Retire- Balance
beginning costs and ments at end of
_D_aﬂi_p_![g_q of period oxpenses and sales period
Year ended December 31, 1979
Buildings and improvements .............. $1,549 $ 95 $ $1,644
Machinery and equipment . ............... 5,251 957 146 6,062
$6,800 $1,052 $ 146 $7,706
Year ended December 31, 1978
Buildings and improvements .............. $1,452 $ 97 3 $1,549
Machinery and equipment ................ 4670 717 136 5,251
$6,122 $ 814 $ 136 $6,800

LS 002673
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CONSENT OF CERTIFIED PUBLIC ACCOUNTANTS

We consent to the incorporation by reference in this Annual Report on Form 10-K of The RegO
Group, Inc. of our report dated March 24, 1980 included in the 1979 Annual Report to Shareholders
of The RegO Group, inc.

We also consent to the addition of the consolidated schedules ¢f The RegO Group, Inc., which

are listed in the accompanying index to financial statements, to the statements covered by our
report dated March 24, 1980, which is incorporated herein by reference.

ARTHUR YOUNG & COMPANY

Chicago, lllinois
March 24, 1980
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The RegO Group, Inc,
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To Our Shareholders

Sales increased 22% in 1979 to $42,607,000, compared to $35,010,000 in 1978. Net income for
1979 was $3,036,000, or 75% higher than 1978 net income of $1,733,000.

The improved sales were primarily due to a better market for LP-gas products. Prices of pro-
nane, the primary LP-gas used in the U.S., makes it an economical fuel for cooking, heating and
engines. Production efficiencies and our ongoing programs of cost reduction helped improve our
netincome.

While it appears that attractive pricing and availability of propane will continue this year, changes
in the U.S. energy policies could adversely aftect our advantage. The availability of propane, escalat-
ing material costs due to infiation, and high interest rates make 1980 results somewhat uncertain.

The management and the employees of The RegO Group, Inc. will continue their efforts to in-
crease sales and improve profitability of your Company.

Sincerely,

&m/ém

John R. Morrill, President

March 24, 1980
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GENERAL INFORMATION
Officers and Directors

*tW. Featharstone
Mining Engineer
Hayden Lake, |daho

* R. C. Gluth
Vice President and Treasurer
The RegO Group, Inc.
Executive Vice Prasident
The Marmon Group, Inc.
(diversified manufacturing)

* G. A. Jones
Executive Vice President
The Marmon Group, Inc.
(diversified manufacturing)

*tH. F. Magnuson
Partner
H. F. Magnuson & Company
(Certified Pubiic Accountants)
Wallace, !daho

* J. R. Morrill
President and Chief Executive Officer
The RegO Group, Inc.

Capital Stock

“R. A. Pritzker
President and Treasurer
The Marmon Group, Inc.
(diversitied manutacturing)
W. S. Rogowski
Secretary and General Counsel
The RegO Group, Inc.
Vice President, Secretary and General Counsel
The Marmon Group, Inc.
(diversified manutacturing)
*G. P. Smith
Chairman of the Board
The RegO Group, Inc.
D. V. Ytterberg
Vice President
The RegO Group, Inc.
C. D'Ascenzo
Asgistant Secretary
The RegO Group, inc.

*Director of The RegO Group, Inc.
tMember of the Audit Committse.

The RegO Group, Inc.’'s (the Company) common shares are traded on the Pacific, Spokane and
Intermountain Stock Exchanges (symboi: REG). Its preferred stock is traded on the Pacific Stock
Exchange (symbol: REG. PR). The Marmon Group, inc. owns 80.9% of the Company's common

shares and 79.1% of its preferred shares.

The quarterly high and low prices of the Company’'s common and preferred stock for the past
two years as reported by the Pacific Stock Exchange were:

1979

FirstQuarter ........................
Second Quarter .....................
ThirdQuarter .......................
FourthQuarter ......................

1978

FirstQuarter ...................c.....
SecondQuarter .....................
Third Quarter ... ....................
FourthQuarter ......................

Common Preferred

High Low High Cow

$5% 5% $17%a $17
7% 5% 19% 17%
7 6 19 187%
6Ya 4% 17% 17%

$5Va $4% $15% _ $15%
TVa 4% 17v2 15%
7 6 20 17%2
6V 5% 19% 18%2

No dividends have been paid on common stock during the past two years. A dividend of $.25
per share was paid in each quarter of 1979 and 1978 on the $1.00 Cumulative Convertibie Pre-

ferred Stock.
Transfer Agent & Registrar

American National Bank & Trust Company
33 North LaSalle Street
Chicago, lllinois 60890

Auditors

Arthur Young & Company
One IBM Plaza

Chicago, lllinois 60611

L
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1979 Annual Meeting

The RegO Group, Inc. 1980 annual meet-
ing of shareholders will be at 9:00 A.M. on
June 12, 1980, at the offices of the wholly-
owned subsidiary, RegO Company, 4201 West
Peterson Avenue, Chicago, lllinois 606486.

Form 10-K
A copy of the Annual Report to the Securi-

ties and Exchange Commission on Form 10-K
may be obtained from the Company at no
expense to the  shareholder. Direct your
written requast to:
Mr. Walter S. Rogowski, Secretary
The RegO Group, Inc.
39 South LaSalle Street
hicago, lllinois 60603
ohicsg LS 002680




BUSINESS DESCRIPTION

The Company is engaged in the manufacture and sale ot pressure regulators and other devices
(valves, manifoids, fittings and refated equipment) used to control the fiow of gases and liquids.
A significant portion of the sales are to the propane, construction and plumbing industries.

REPORT OF CERTIFIED PUBLIC ACCOUNTANTS

The Board of Directors
and Shareholiders
The RegO Group, Inc.

We have examined the consolidated balance sheets of The RegO Group, inc. (the Company)
at December 31, 1979 and 1978, and the related consolidated statements of income, sharehoiders’
equity and changes in financial position for the years then ended. Qur examinations were made in
accordance with generally accepted auditing standards and, accordingly, included such tests of

the accounting records and such other auditing procedurgs as we considered necessary in the
circumstances.

As more fully described in Note 7, the Company is subject to possible losses relating to un-
insured product liability claims. It is not possible at this time to determine the additional losses,
it any, that may be incurred, which, if incurred, could significantly aftect the Company's consolidated
financial statements.

In our gpinion, subject to the effects of such adjustments, if any, as might have been required
had the ultimate resolution of the matter discussed in the preceding paragraph been known, the
statements mentioned above present fairly the consolidated financial position of The RegO Group,
Inc. at December 31, 1979 and 1978, and the consolidated results of operations and changes in fi-
nancial position for the years then ended, in conformity with generaily accepted accounting princi-
ples applied on a consistent basis during the period.

ARTHUR YOUNG & COMPANY

Chicago, lllinols
March 24, 1980
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7he Regd Group, inc.

CONSOLIDATED BALANCE SHEET
ASSETS

(In thousands of dollars)

December 31,
1979 1978
Current assets .
Cash and, in 1978, commercial paper . ... i, $ 1,214 $§ 125
Investment agreement receivable—parent (Note 10) ................ .. 16,532 14,022
Accounts receivable, less allowance for doubtful receivables
(1979—8114; 1978—897) . ... ... e 5,837 4,766
Inventories (NOte 2) ... ... ... .. . . . e 9,927 11,290
Deferred income taxes (Note §) ......... ... ... ... . . ... 431 643
Other cuUIrent assSets . ...............iiimimiie i 421 111
Total currentassets ............................ .. ... 34362 30,957
Property, plant and equipment (Note 3)
LANG 137 137
Buildings and improvements ... ............. ... e 2,661 2,654
Machinery and equipment ................ .ttt 9,457 8,614
12,255 11,405
Less accumulated depreciation ........... ... ... .. ... ..., 7,706 6,800
Property, plant and equipment—net . ..................... 4,549 4,605
Excess of cost over underlying equity in net assets acquired ............. © 3,135 3,135
Other @SSBE5 . ... ... it e e 361 397

$42,407 $39,094

-

See Notes to Consolidated Financial Statements.
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Tha Regl Graup, Inc.

CONSOLIDATED BALANCE SHEET
LIABILITIES AND SHAREHOLDERS' EQUITY

(In thousands of dollars)

December 31,
1979 1978
Current liabitities
Accounts payable—trade . .. .. ....... . ... .. $ 1,263 $ 1. 711
Accounts payable—parent ....... ... ... ...l 1,664 1,461
income taxes (NOt@ 5) ... ... . .. . . e e 1,745 1,075
Accrued liabilities (Note 4) ..................... e 2,345 1,749
Current maturities of long-term debt (Note 3) ..................... 132 119
Total current liabilities ... ............... ... .. ... ... ... 7,149 6,115
Long-term debt (NOte 3) . ........onrreee e 5338 5,700
Other noncurrent liabilities .. ......... .. ... .. it R 192
Deferred income taxes (Note 5) ....... ... .. ... ... 547 569
Contingent liabilities (Notes 5 and 7)
Shareholders’ equity (Notes 3 and 8)
Preferred stock-—authorized 919,523 shares, $1.00 par value; issued and
outstanding—355,938 shares in 1979 and 360,432 shares in 1978 (re-
demption and liquidation value: 1979—$13,348; 19786—813,516) ...... 356 360
Common stock—authorized 7,500,000 shares; $.01 par value; issued
and outstanding 2,857,360 shares .............. . ... i, 29 29
Other paid-in capital ............ ..ottt 5,992 6,069
Retained earnings .................... e 24,039 21,362
30,416 27,820
Less common stock in treasury—at cost: 1979—205,357 shares; 1978—
185,866 SNAIES .. ... ... ittt e e e 1,235 1,110
Total shareholders' equity . .............................. 29,181 26,710

$42,407 $39,094

See Notes to Consolidated Financial Statements.
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The RegO Group, Inc.

CONSOLIDATED STATEMENT OF INCOME
(In thousands of dollars, except per share data)

Decomber 31
1979 1078

Revenues

NOt BBIBS . ... ... ... it $42,607 .$35,010

Other income—principally interest (Note 10) ........................ 2,037 1,448

44,644 38,458

Costs and expenses :

Cost Of SalBS . ... ... .. ... i i e 31,818 26,887 .

Selling and administrative 8Xpense ....................c..cveevun... 6,508 5,842 |

INMBreSt OXPBMSE . ... ... ...\t inieenenraanenaneraneeannannsn 503 542 E

38,829 33,271

income before allocation of income taxes ............................. 5,815 3,187
Allocation of income taxes (Note 8) .............. ... ... coiiviiiian.. 2,779 1,454
Net income ............... e e e e e e $ 3,036 $ 1,733
Net income per common share (Note 9)

21T T Ut $ 95 $ 51

Fully diluted ............ e e e e e e e e $ 90 $ .49

CONSOLIDATED STATEMENT OF SHAREHOLDERS' EQUITY
YEARS ENDED DECEMBER 31, 1979 AND 1878
{In thousands of dollars)
Other
Preferred Common pald-in Retained Troasury
stock stock capitel earnings stock Total

Balance at December 31, 1977 .... $368 $20  $6,194 $19,985 $ (987) $25,599 X

Purchases during the year . ... .. (8) (12%) (123) (258)

Net income ................... 1,733 1,733 ‘

Preferred dividends paid ....... - (368) (366)
Balance at December 31, 1878 .. .. 380 29 6,089 21,382 (1,110) . 28,710

Purchases during the year . ... .. (4) (77) (125) (208)

Net income ......... S 3,038 3,036

Preferred dividends paid ....... . (359) (359)
Balance at December 31,1979 .... $356  $29 $5,092 $24,039 $(1,235) $29,181

v
See Notes to Consolidated Financial Statements.
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The RegO Group, Inc.

CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION
{In thousands of dollars)

Years ended
December 31,
1979 1978
Sources of working capital
Operations
NEt INCOMB ... .. e e $3,036 $1,733
Charges (credits) not involving working capital _
Depreciation ..... e 1,052 814
Deferred income taxes ................coiiiiriuiinnnnnnn.. (22) (6)
Other noncurrent liabilities ............................. S 192
10 ] - T 36 37
Working capital provided from operations ................... 4,294 2,578
Disposition ot property, plant and equipment .. ........... e 3 13
Total working capital provided ............................ 4,297 2,591
Uses of working capital '
Purchase of property, plant and equipment ......................... 999 1,109
Reduction of long-term debt ............... ... ... ... ... ... 362 607.
Payment of preferred dividends .. ............... ... ... 359 366
Purchase of capital stock .......... ... .. . .. i i, 206 256.
Total working capitalused ... ..... ... ..................... 1,926 2,338
Increase in working capital .......... ... .. ... ... . .. .. .. iiiieia... $2,371 $ 253
Changes in Elements of Working Caplital
Increase (decrease) in current assets
Cash and commercial paper and investment agreement receivable . . . . .. - § 3,599 $ 1,342
Accounts receivable—net ........... ... .. . .. .. ... il 1,071 122
INVENEORI@S . ... . ittt e e e e (1,363) (883)
Doeferred INCOMO taAX®S . ............0. i ittt inennraneneninn (212) 122
Other current assets .. ............. ... ... . . . ... i ciiieirunenennnnnn 310 25
3,405 728
(Increase) decrease in current liabilities ' _
Accounts payable ................ . . e 245 230
INCOMB tAXOS. . ... ...ttt e e (670) (264)
Accrued Habllities . ........... ... ... .. . . ... i {596) (430)
Current maturities of long-term debt ............................... (13) (11)
(1,034) (475)
Increase in working capital ...... ... ... .. ... .. 2,31 253
Working capital at beginningofyear .......................ccciiiunn. 24,842 24,589
Working capital atend of year ........... ... .. .. .. ...l iy $27,213 $24,842
See Notes to Congolidated Financial Statements.
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Ths RegO QGroup, Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Tabular amounts are in thousands of dollars, except as noted)

Note 1. Summary of significant accounting policias

The following is @ summary of signiticant accounting policies of The RegO Group, Inc. (the Com-
pany). The Marmon Group, Inc. (Marmon), a subsidiary ot GL Corporation (GL), owns 79.1% of
the Company'’s preferred stock and 90.9% of its common stock, representing 89.5% of the outstand-
ing voting interest of the Company.

Consolidation—all subsidiaries are consolidated.
Commercial paper—is carried at cost, which approximates market.

Inventories—are valued at the lower of last-in, first-out (LIFO) cost or market (net realizable
value). :

Property, plant and equipment—are recorded at cost. Depreciation provisions are determined
principally on the straight-line method for assets acquired prior to 1977 and on accelerated methods
for subsequent acquisitions.

The estimated lives used in determining depreciation are:

Bdildings and improvements ......................... 5 to 50 years

Machinery and equipment ........................... 5 to 20 years
Expenditures for maintenance and repairs are charged to expense as incurred. Significant
renewals and betterments are capitalized. Gains or losses on disposals are included in earnings.

Deterred income taxes—are provided on non-permanent differences between financial statement
and taxable income.

‘Investment tax credits—are accounted for under the flow-through method.

Excess of cost over underlying equity in net assets acquired—the amount shown on the balance
sheet arose prior to fiscal year 1971 and is not being amortized because, in the opinion of manage-
ment, there has been no diminution ot value.

Pension costs—are actuarially determined and consist of current service costs, interest on
unfunded past service liabilities and amortization of prior service costs over periods not exceeding
30 years (in 1979 principally 10 years). Current service costs and interest are funded as accrued
and prior service costs are generally funded over periods of 30 years.

Note 2. Inventories

Inventories used in the computation of cost of sales were $9,927,000, $11,290,000 and $12,173,000
at December 31, 1979, 1978 and 1977, respectively. Inventories valued under the LIFO method were
approximately $2,500,000 less than the current cost of such inventories at December 31, 1979
($2,000,000 at December 31, 1978). Reductions in the levels of certain inventories carried at LIFO
cost increased 1979 net income by approximately $170,000 ($.05 per share—primary and fully
diluted). The classification of inventories by stage of production is not available from the account-
ing records.

Note 3. Long-term debt

Long-term debt is comprised of: Dscember 31,
1979 1978

7% convertible subordinated debentures, due

January 1, 1990 ......... ... .. ..., $£3,252 $3,483
10% first mortgage note, payable in monthly .

instaliments of $28,975 including interest, final :

payment due Aprif 1, 1990 .................... 2,218 2,336

-~ 5,470 5,819
Less current maturities ......................... 132 119

3533 $5700

LS 002686
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The RegC Group, Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS— (Continued)

The 7% convertible subordinated debenture agreement contains covenants which provide,
among other things, that consolidated working capital will be maintained at not less than $10,000,000
and that the Company will not pay cash dividends on its common stock or acquire, for cash, any
shares of its common stock in excess of $1,000,000 plus its cumulative consolidated net income, less
preferred dividends and net amounts paid for common stock purchases atter November 30, 1969.
At December 31, 1979, retained earnings of $14,609,000 were restricted as to the payment of cash
dividends on common stock and the purchase of shares of common stock.

The trust indenture underlying the 7% convertible subordinated debentures provides, among
other things, that the debentures are redeemable at the Company's option at prices ranging from
102% in 1980 to 100% in 1984 of the principal amount of the debentures, and that sinking fund
payments of $325,000 are required annually with an option to make additional annual payments
of $325,000 without premium; such payments can be reduced by the principal amount of debentures
acquired by the Company or converted into common stock (Note 8). All of the 1980 instaliment and
$123,000 of the 1981 instaliment have been satisfied. The debentures are convertible into shares of
common stock (subject to nondilution provisions) at a conversion price of $10.67 per share.

The net book value of the property subject to the 10% first mortgage note was $825,000 at
December 31, 1979.

The aggregate amounts of long-term debt maturing in each of the years 1981-1984 are: $348,000
in 1981, $486,000 in 1982, $502,000 in 1983 and $521,000 in 1984.

Note 4. Accrued ligbilities

December 31,
1979 1978
Compensation ...............c.ccvivrieninannn. $ 308 $ 118
Taxes, other than income taxes .................. 180 176
Employee benefits .................. ... ... ..., 1,107 713
Product liability (Note 7) ....................... 521 550
Other . .. e 229 192

$2,345 $1,749

Note 5. Income taxes

The Company is included in the consolidated federal income tax return of GL and as such is
contingently liable for federal income taxes attributable to other members of the GL consolidated
federal income tax group. GL has indemnified the Company against any such liability.

Under the terms of a tax sharing agreement with Marmon, federal income taxes are computed
as if the Company and its subsidiaries file a separate consolidated return and liabilities are remitted
to and benefits and refunds are obtained tfrom Marmon on this basis.

The allocation of income taxes consists of:

1979 1978
Current
Federal ............oomiiiiineniiinennan, $2,259 $1,454
Sale ... 330 128
Deferred (principally federal) ................... 190 (128)

$2,779 $1,454

The effective tax rates of 47.8% and 45.6% for 1979 and 1978, respectively, differ from
the statutory tederatl rate of 46% in 1979 and 48% in 1978 principally as a resuit of investment tax
credits ($62,000 and $91,000 in 1979 and 1978, respectively) and state income taxes net of the
federal income tax benefits.

o LS 002687
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The RegO Group, Inc.

FIVE YEAR SUMMARY OF OPERATIONS
{ In thousands, except per share data)

The foliowing consolidated summary of operations of The RegO Group, Inc. for the

five years

ended December 31, 1979 is not reported upon herein by certified public accountants. This summary
should be read in conjunction with the consolidated financial statements of the Company and the
certified public accountants’ report with respect thereto, which is qualified as set forth therein,

contained elsewhere in this Annual Report to Shareholders.

Yoars ended December 31,

1979 1978 1977 1976 1975
Continuing operations ' _
Netsales ..............cciiiiiiiimennnnnnns $42,607 $35,010 $34,324 $26,809 $21,481
Other income—net ........................ 2,037 1,448 1,095 747 30
_ 44644 36,458 35419 27,556 21,782
Costofsales .....................ccvnt. 31,818 26,887 25,138 21,618 18,308
Selling and administrative expenses .......... 6,508 5,842 5,463 5,147 4,808
Interestexpense . ..............c.coveun.. 503 542 579 601 718
Unusual loss (Note A) ..................... 1,907
38,829 33,271 31,180 27,366 26,738
Income (loss) before income taxes .......... 5,815 3,187 4,239 180 (4,956)
Income tax (provision) benefit .............. (2,779) (1,454) (1,994) (95) 376
Income (loss) from continuing operations . . ... 3,036 1,733 2,245 95 (4,580)
Discontinued operations (Note B) ............. (735)
Net income (loss) (NotesCandD) ............ 3,036 1,733 2,245 95 (5,315)
Preferred stock dividend requirement .. ......... (359) (366) (377) (381) (383)
Net income (loss) applicable to common stock .. $ 2,677 $ 1,367 $ 1,868 §$ (286) $(5.,698)
.Net income (loss) per common share .
Primary
Income (loss) from continuingoperations ... $ 95 ¢ 51 § 68 § (.10) $§ (1.79)
Netincome (loss) ....................... 95 .51 .68 (.10) (2.05)
Fully dituted
Income (loss) from continuing operations . . . .90 49 .65 (.10) (1.79)
Net income (loss) ....................... .90 .49 .65 (.10) {2.05)
Weighted average common ghares outstanding
Primary ... 3,197 2,684 3,303 2,781 2,785
Fully diluted .................ccovvinnnn.. 3,502 3,010 3,675 2,781 2,785

(A) Consists of a $1,178,000 provision for losses incurred in a plant shut-down and a $729,000 loss
resulting from write downs of investments in and advances to various foreign joint ventures.

(B) Discontinued operations éonsists primarily of logses on sales of the Company's food service

equipment and aerospace components manufacturing businesses. .

(C) The adoption of the LIFO method of inventory valuation reduced 1977 net income by $891,000

or $.27 per share ($.24 on a fully diluted basis).

(D) Reductions in the levels of certain inventories carried at LIFO cosfs increased 1979 net income

by approximately $170,000 ($.05 per share—primary and fully diluted).
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MANAGEMENT'S DISCUSSION AND ANALYSIS
OF RESULTS OF OPERATIONS

3

Year 1979 vs. 1878
Net sales increased 22% due to improved demand, higher unit volume of LP-gas control
equipment, increased prices and new sales programs.

Gross profit as a percentage of sales increased from 23% in 1978 to 25% in 1979. This

improvement was primarily the result of better sales mix, production efficiencies and liquidation of
certain LIFO inventories.

Selling and administrative expenses increased 11% mainly because of increased marketing costs
incurred by the new sales programs.

Other income increased $589,000, primarily as a result of an increase in interest income.

Improved demand, higher unit volume in LP-gas control equipment, production efficiencies,
better cost controls, and increased interest income all contributed to an increase in net income
of $1,303,000.

Year 1978 vs. 1977
Net sales increased 2%. This is primarily the result of new sales programs and higher prices,
which were somewhat offset by a decline in sales of LP-gas control equipment.

Gross profit as a percentage of sales was 23% in 1978 compared with 27% in 1977. This
decrease is attributed to higher material, labor and other factory costs which could not be fully
recovered through higher prices.

Selling and administrative expenses increased 7% primarily because of increased product
liability costs.

Other income increased $353,000. This was mainly due to increased interest income. Interest
expense decreased $37,000 primarily as a result of the decrease in long-term debt.

Net income decreased $512,000 primarily because of a regression in the LP-gas market, and
competitive conditions that did not permit adequate recovery of higher costs.
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SECURITIES AND EXCHANGE COMMISSION
- Washington, D.C. 20549

FORM 10-K

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

For the Fiscal Year Ended Commission Flle Number
December 31, 1880 1-848

The RegQO Group, Inc.

(Exact name of registrant as specified in its charter)

Delaware 36-2891460
(State or other jurisdiction of (L.R.S. Employer
incorporation or organization) Identification Number)
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Part |
ITEM 1.

BUSINESS

General Development of Business

On June 17, 1977, the shareholders approved a change in the state of incorporation from ldaho
to Delaware by merging Golconda Corporation into The RegO Group. Inc. (the Company) (formerly
RegO Company), a wholly-owned Delaware subsidiary.

There have not been any material changes during 1980 in the nature of the business of the
Company.

Financial Information About Industry Segments

The Company's operations are in one industry—the manufacture and sale of pressure regulators
and other devices used to controi the flow of gases and liquids.

Narrative Description of Business

The Company designs, develops, manufactures and markets pressure regulators, valves and
other control equipment for LP-gas and anhydrous ammonia; pressure regulators, cylinder valves,
manifolds and other control equipment for compressed gases; and gas welding and cutting equip-
ment. The Company also manufactures and markets a line of fittings for use with copper tubing,
and garden and air hoses. A common characteristic of these products is the control of the flow of
gases and liquids under a wide variety of temperatures and pressures.

Raw materials and components used in the manufacturing operations are available from more
than one supplier. Certain parts and materials are obtained from the Company's parent on a com-
petitive basis.

The Company is subject to intense competition from older and larger firms having greater fi-
nancial resources and from smalier iocal and regional firms which have advantages deriving from
proximity to local markets. Its products are sold principally in the United States through full-time

“salesmen, distributors and manufacturers' agents. A significant portion of the sales are to the pro-
pane, construction and plumbing industries.

Backiog

As of December 31, 1980, the Company's backlog of orders totalled approximately $8,000,000,
all of which is expected to be filled in 1981. At December 31, 1979, the backlog amounted to
approximately $9,000,000. Backlog amounts are not necessarily indicative of sales for subsequent
periods because of the short lead time between receipt of order and delivery.

Research and Development

The dollar amount of expenditures for research and development activities during the last
three years was not material.

Major Customers

The Company did not have sales to any customer in an amount exceeding 10% of consolidated
revenues. '

Environmental Matters

The Company is subject to environmental regulation by federal, state and local a_uthorities.
There are no material expenditures required for poliution control equipment under applicable en-

vironmental laws.
LS 002691

Employees
The Company had approximately 700 full-time employees at_December 31, 1980.
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Financial information About Foreign and Domestic Operations and Export Sales

All of the Company's operations are conducted in the United States. Information concerning
export sales which appears in Note 11 ot Notes to Consolidated Financial Statements included in
the Company’s 1980 Annual Report to Shareholders, is incorporated herein by reference.

ITEM 2.
PROPERTIES

Manufacturing operations are conducted at two Company owned locations in the Chicago
area, which have an aggregate of approximately 340,000 square feet of floor space, and a 90,000
square foot Company owned (refinanced under an industrial development revenue bond in 1981)
location in North Carolina. Two distribution centers (Saddle River, New Jersey and Kansas
City, Missouri) with an aggregate of approximately 10,000 square feet are leased on an annual
rental basis. In the opinion of management, the facilities are well maintained, substantially utilized
and suitable for their intended use.

ITEM 3.
LEGAL PROCEEDINGS

A number of product liability claims have been asserted against the Company and, based upon
the Company's experience, product liability claims may be asserted two or more years following
the alleged incident or alleged malfunction. The Company is subject to possible losses relating to
the uninsured portion of such claims. While it is not possible at this time to determine the additional
losses, if any, that may be incurred, the Company believes that such additional losses could be
material. The Company's business involves the design, manufacture and sale of various regulators,
valves and other equipment used in controlling the flow of gases and liquids under a wide variety
of temperatures and pressures. The products are often incorporated into other and larger finished
products. Given the nature of its products, the Company believes that product liability claims are
ordinary routine litigation incidental to its business. '

ITEM 4,

SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT [
Information required by this Item 4 will be included in the Company's definitive proxy statement

for its annual meeting of shareholders scheduled to be held June 8, 1981. The Company expects ;

to file definitive copies of such proxy statement prior to April 30, 1981, and reference is expressly

made thereto for the information incorporated herein by the aforesaid reference.

Part I
ITEM §.
MARKET FOR THE REGISTRANT'S COMMON STOCK AND RELATED SECURITY HOLDER
MATTERS

The information required by this Item 5 appears on page 3 of the Company's 1980 Annual
Report to Shareholders and is incorporated herein by reference.

ITEM 6.
SELECTED FINANCIAL DATA

The information required by this item 6 appears on page 13 of the Company's 1980 An-
nual Report to Shareholders and is incorporated herein by reference.

ITEM 7.
MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

The information required by this ltem 7 appears on page 13 of ‘the Company's 1980 An-
nual Report to Shareholders and is incorporated herein by reference. :
LS 002692

ITEM 8.

FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
Consolidated financial statements of the Company at December 31, 1980 and 1979 and for

each of the three years in the period ended December 31, 1980 and the report of certified public ac-

e
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countants thereon, are incorporated herein by reference from the 1980 Annual Report to Share-
holders, pages 4 through 12.

Part il
ITEM 9.
DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

Information required by this Item 9 will be included in the Company's definitive proxy statement
for its annual meeting of shareholders scheduled to be held June 8, 1981. The Company expects
to file definitive copies of such proxy statement prior to April 30, 1981, and reference is expressly
made thereto for the information incorporated herein by the aforesaid reference.

ITEM 10.

MANAGEMENT REMUNERATION AND TRANSACTIONS

Information required by this item 10 will be included in the Company’s definitive proxy statement
for its annual meeting of shareholders scheduled to be held June 8, 1981, The Company expects
to file definitive copies of such proxy statement prior to April 30, 1981, and reference is expressly
made thereto for the information incorporated herein by the aforesaid reference.

Part IV
ITEM 11. ,
EXHIBITS, FINANCIAL STATEMENT SCHEDULES, AND REPORTS ON FORM 8-K
Pace
(a) (1) Consolidated financial statements .. ... ...ttt . 4
(2) Consolidated financial statement schedules ........... ... ... ..., 4
(B) ExNibits . ..o e e e e 9
(b) No report on Form 8-K was required to be filed during the three months ended December
31, 1980.
LS 002693
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The RegO Group, Inc.

INDEX TO CONSOLIDATED FINANCIAL STATEMENTS AND
FINANCIAL STATEMENT SCHEDULES

Item 11(a)
Annual report
Form 10-K to shareholders
(Page) {Page}
Consolidated financial statements
Consolidated balance sheet at December 31,1980 and 1979 .......... 4-5
For each of the three years in the period ended December 31, 1980 . . ..

Consolidated statementofincome .............. ... ..o, 6
Consolidated statement of shareholders’ equity ................. 6
Consolidated statement of changes in financial position ........ 7
Notes to consolidated financial statements . ..................... 8-12

Consolidated financial statement schedules for each of the three years in
the period ended December 31, 1980

V-——Property, plant and equipment .............................. 5

Vi—Accumulated depreciation, depietion and amortization of property,
plant and equipment ............... ... i

Vlil—Vaiuation and qualifying accounts and reserves ................ 6
X—Supplementary income statement information .................. 6

Schedules not included above are omitted as either not applicable or not required or the re-
quired information is inciuded in the consolidated financial statements or the notes thereto.

The individual financial statements and schedules of the Registrant are omitted because the
Registrant is primarily an operating company and all subsidiaries included in the consolidated fi-
nancial statements being filed are totally-held subsidiaries and, in the aggregate, do not have in-
debtedness to any person in amounts which exceed 5% of the total assets as shown by the most
recent year end consolidated balance sheet.

The consolidated financial statements listed in the above index together with the report thereon
of Arthur Young & Company dated March 16, 1981, which are included in The RegO Group, Inc.
1980 Annual Report to Shareholders, are incorporated herein by reference. All pages of the Com-
pany's 1980 Annual Report to Shareholders, with the exception of the Letter from the President
(page 1) and General Information (page 2) which are not deemed to be filed as part of this annual
report, are incorporated elsewhere herein by reference.

LS 002694
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Classlification
1980
Land
Buildings and improvem
Machinery and equipme

Land
Buildings and improvem
Machinery and equipme

Land

Buildings and improvements
Machinery and equipment

Description

1980

Buildings and improvements
Machinery and equipment

1979

Buildings and improvements
Machinery and equipment

1978

Buildings and improvements
Machinery and equipment

................................ $

The RegO Group, Inc.

SCHEDULE V
PROPERTY, PLANT AND EQUIPMENT

Years ended Docémber 31, 1980, 1979 and 1978

(In thousands of dollars)

Balance at Balance
beginning Additions Retire- at end of )
of period at cost ments period o
137 $ 97 $ $ 244 |
ents ............ 2,661 962 3,623
nt.............. 9,457 1,880 458 10,879
$12,255 $ 2,939 $ 458 $_1_47_36
................ $ 137 $ $ $ 137
ents ............ 2,654 7 2,661
nt ... 8,614 992 149 9,457
$11,405 $ 999 $ 149 $12,255
137 $ $ $ 137
............ 2,617 37 2,654
.............. 7,691 1,072 149 8,614
$10,445 $ 1,109 $ 149 $11,405
SCHEDULE VI
ACCUMULATED DEPRECIATION, DEPLETION AND AMORTIZATION OF
PROPERTY, PLANT AND EQUIPMENT
Years ended December 31, 1980, 1979 and 1978
(In thousands of dollars)
‘ Additions
Balance at charged to Balance
beginning costs and Retire- at end of
of period 9Xpenses ments period
.............. $1,644 $ 109 $ $1,753
................ 6,082 1,062 448 6,676
$7,706 $1.171 $ 448 $8,429
.............. $1,549 $ 95 $ $1,644
................ 5,251 957 . 148 6,082 tg
$6,800 $1,052 $ 148 $7,708 (g
- o
o
............... $1,452 $ 97 $ $1,549 cﬁ
................ 4,670 717 136 5,251
$6122  $ 814 $136  $6800
5

--- - l--m".'
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The RegO Group, Inc.

SCHEDULE VIl
VALUATION AND QUALIFYING ACCOUNTS AND RESERVES
Years ended December 31, 1980, 1979 and 1978

)
(In thousands of dollars) :
Additions }
Balance at charged to Balance
beginning costs and at end of
Description of period axpenses Deductions period
Allowance for doubtful receivables
1980 ... e $ 114 $ 61 $§ 36(A) $ 139
1979 e $ 97 - § 55 $ 38(A) 3 114
1978 i $ 120 $ 108 $ 131(A) §$ 97
Inventory valuation allowance
1980 ... .. e i $ 613 $ 266 $ 248(B) $ 631
1979 e $ 731 $ 288 $ 406(B) §$ 613
1978 e $ 654 $ 283 $ 206(B) §$& 7
(A) Write-off of uncollectible accounts, net ot recoveries.
(B) Disposals of obsolete inventory.
SCHEDULE X
SUPPLEMENTARY INCOME STATEMENT INFORMATION
(in thousands of doltars)
Years ended
December 31,
1980 1979 1978
Maintenance and repairs ..............cceeiiiiiiiaaeaann, $1,252 $1,034 $866"
!
]
]
LS 002696
. 6 .
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We consent to the mcorporatnon by reference in thls Annuat Reporteon Form 10—K of The" RegO- .
Group, Inc..of our report dated ‘March 16, 1981 which: appears on page 12 ot ngo RegO Group. lnc. ... Jl =
. 1980 Anfual Report to, Shareholders. S z = T

‘We also’ consent to; the addmon of the consoltdated fma'ﬁclal statement schedules of: Tha Rego
,_M' Group,_ lnc.. ,whnch,

Chtcago. llllnola
March 16 1981

i
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SIGNATURES

Pursuant to the requirements of Sections 13 or 15(d) of the Securities Exchange Act of 1934,
the registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto
duly authorized.

The RegO Group, Inc.
(Registrant)

/s/ R. C. GLUTH

Robert C. Gluth
Vice-President and Treasurer
March 16, 1981

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been
signed below by the following persons on.behalf of the registrant and in the capacities and on the
dates indicated.

/s/ W. FEATHERSTONE

W. Featherstone
Director
March 16, 1981

/8/ R.C. GLUTH

R. C. Gluth
Director, Vice President and Treasurer,
Chiet Executive Officer and Principal
Accounting Officer
March 16, 1981

/s/ G. A. JONES

G. A. Jones
Director
March 16, 1981

., H. F. MAGNUSON

H. F. Magnuson
Director
March 18, 1981

/s/ J. R. MORRILL

J. R. Morrill
Director, President and Chief Executive Officer
March 16, 1981

/8/ R. A. PRITZKER

R. A. Pritzker
Director
March 16, 1981

/s/ a. P. SMITH

G. P. Smith
Chairman of the Board
March 16, 1981

LS 002698
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The RegO Group, Inc.

INDEX TO EXHIBITS

Item 11(a) (3)
Exhibit
Number

(3)(a) Certificate of Incorporation and Bylaws—incorporated herein by reference from
No1tsgc79_iof Annual Meeting of Shareholders to be held June 17, 1977, dated May
9, .

(3)(b) Certificate of Amendment of Certificate of Incorporation—incorporated herein
by reference from Form 10-K for the year ended December 31, 1977

(4) 7% Convertible Subordinated Debentures Agreement
(11)  Calculation of net income per common share
(13) 1980 Annual Report to Shareholders included in this Form 10-K
(22) Subsidiaries of the registrant

] LS 002699
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EXHIBIT NUMBER—11
- The RegO Group, Inc.

CALCULATION OF NET.INCOME PER COMMON SHARE
(In thousands, except per share data)

1880 1979 1978

Shares for computations
Weighted average shares outstanding ........................ 2,851 2,663 2,684

Common stock equivalents—assumed conversion of convertible
preferred stock into common(A) .............c.coiiiiiinnnnn 532 534

Common shares for primary income pershare .................. 3,183 3,197 2,684

Assumed conversion of 7% convertible subordinated
debentures(B) ....... ... e 281 305 326

Common shares for fully diluted income per share ............. 3,464 3,502 3,010

Net income for computations

Net income before preterred dividend requirements ............ $3,573 $3,036 $1,733

‘Less preferred dividend requirement(A) ...................... (3686)
Net income for primary income per common share ............. 3.573 3.036 1,367
Add interest on 7% convertible débentures. net of applicable in-

COME 2AXOS .. ... ..ttt ineerenennnaatananeanenenns 107 118 122
Net income for fully diluted income per common share .......... $3,680 $3,152 $1,489

Net income per common share

PHMAIY ... ot $112 § 95 § .51
Fully diluted

(A) Dilutive, and therefore included in shares for primary income computation, in 1980 and 1979.
Anti-dilutive in 1978.

(B) Yield of the 7% convertible debentures exceeded 6624 % of prime rate at date of issue, there-
fore, this security is not a common stock equivalent.

LS 002700
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EXHIBIT NUMBER—22
The RegQ Group, Inc.

SUBSIDIARIES OF THE REGISTRANT
December 31, 1980

The following is a list of subsidiaries, all of which are included in the Company’s consolidated fi-

nancial statements, the percentage of voting securities owned by the Company and
incorporation of each:

Percentage
of Voting
Securities State of
Name of Subsidiary Owned  Incorporation
RegO Company ..............cocvvnnnn. 100 Delaware
RegO Distribution Center, Inc ............ 100 Delaware
4201 W. Peterson Corporation ............ 100 Delaware
RegOQ International, Inc. ................. 100 llinois

the state of

LS 002701
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The RegO Group, Inc.
1980 ANNUAL REPORT TO SHAREHOLDERS

INDEX
Page
Letter from the President .. ... ... .. ... .. ... ... . ... ... .. 1
General INFOrMAtion . ... ..o 2
Capital Stock and Related Matters . ... ...................... 3
Financial Statements
Consolidated Balance Sheet ... . ... ................... ... 4
Consolidated Statement of lncome .. .. .. ... ... .. ... . ..., 6
Consolidated Statement of Shareholders' Equity .. .......... 6
Consolidated Statement of Changes in Financial Position . ... 7
Notes to Consolidated Financial Statements ...... . ... ... .. 8
Report of Certitied Public Accountants ... ................... 12
Selected FinancialData . . .......... ... ... uiiiinnenae... 13
Management's Discussion and Analysis of Financial Condition
and Results of Operations .............. ... ... .. ... ... 13
LS 002703
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To Our Shareholders
Sales in 1980 increased 8% to $46,162.000 compared to $42,607,000 in 1979. Net income for
1980 was $3,573.000 or 18% greater than 1979 net income of $3,036,000.

The increase in sales resulted primarily from selective price increases and a modest increase
in unit volume of LP-gas products. Pricing policies and cost reduction programs helped to over-
come increased material and operating costs. and. together with higher interest income and increased
investment tax credits, resulted in an improvement in 1980 net income,

The acquisition of a new piant in North Carolina and continued improvement of operanons should
allow us to meet the challenges of these uncertain times. The management and employees of The
RegQ Group. Inc. will continue their efforts to increase the growth and profitability of your Company.

Sincerely,

O%LZM

John R. Morrill, President

March 16, 1981

LS 002704

* Golc - CDAdm - 1719




GENERAL INFORMATION

OFFICERS AND DIRECTORS

*tW. Featherstone
Mining Engineer
Hayden Lake. |daho

* R.C. Gluth

Vice President and Treasurer

The RegO Group. Inc.

Executive Vice President

The Marmon Group, Inc.
(diversitied manufacturing)

* G.A. Jones

Exacutive Vice President
The Marmon Group. Inc.
(diversified manufacturing)

*tH. F. Magnuson
Partner
H. F. Magnuson & Company
{Certitied Public Accountants)
Wallace, idaho

* J. R. Morrill
President and Chief Executive Officer
The RegO Group. Inc.

TRANSFER AGENT & REGISTRAR
American National Bank & Trust Company
33 North LaSalle Street

Chicago, lllinois 60690

312-661-5000

AUDITORS

Arthur Young & Company
One |BM Plaza

Chicago. lllinois 60611
312-751-3000

BUSINESS DESCRIPTION

*R. A. Pritzker

President and Treasurer
The Marmon Group, Inc.
(diversified manutfacturing)

W. S. Rogowski

Secretary and General Counsel
The RegQ Group. inc.
Vice President, Secretary and General Counse!
The Marmon Group. Inc.
(diversified manutacturing)

‘G. P. Smith

Chairman of the Board
The RegQ Group, Inc.

D. V. Yiterberg

Vice President
The RegO Group, inc.

C. D'Ascenzo

Assistant Secretary
The RegO Group, Inc.

*Director ot The RegQ Group, Inc.

tMember of the Audit Committee

ANNUAL MEETING

The RegO Group, Inc. annual meeting of
shareholders will be at 9:00 A.M, on June
8, 1981 at the offices of the Company, 39
South LaSaile Street, Chicago, lllinois 60603.

FORM 10-K

A copy of the Annual Report to the Securi-
ties and Exchange Commission on Form 10-K
may be obtained from the Company at no ex-
pense to the shareholder. Direct your written
request to:
Mr. Walter S. Rogowski, Secretary
The RegO Group, Inc.
39 South LaSaile Street
Chicago, lllinois 60603

The Company is engaged in the manufacture and sale of pressure regulators and other devices
(valves, manifolds, fittings and related equipment) used to control the flow of gases and liquids. A
significant portion of the sales are to the propane, construction and plumbing industries.

LS 002705

e
Golc - CDAdm - 1720



CAPITAL STOCK AND RELATED MATTERS
CAPITAL STOCK

Common Stock of The Rego Group, Inc. (the Company) is traded on the Pacific, Spokane and
Intermcuntain Stock Exchanges (symbol: REG). The Company’s $1.00 Cumulative Convertible
Preferred Stock is traded on the Pacitic Stock Exzhange (symbol: REG. PR). The Marmon Group.
inc.. 39 South LaSalle Street. tllinois 63603. owns 91.0% of the Company’'s common shares and
79.4% of its preferred shares.

The quarterly high and low prices of the Company’'s common and preferred stock for the past
two years as reported by the Pacific Stock Exchange were:

Common Preterred
Figr Cow High Low
1980
First Quarter .. .. ........ .. ... ....... $6% $5% $19% $18
Second Quarter . ...... ............... 6%2 5 19% 17
Third Quarter .......... ..... ........ 6%z 6 20 20
Fourth Quarter .. ... ................... 7% 6V 21 20%
1979
First Quarter .. .......... ..... ....... S57 $5%2 $17%2 $17
Second Quarter . ...... ... ... ... ..., .. 7% 5% 1912 17%
Third Quarter .. ........ ... ........ 7 6 19 187
Fourth Quarter ... ... ... ... .. .. ... 6% 474 17%% 17

No dividends have been paid on common stock during the past two years. A dividend of
$.25 per share was paid in each gquarter of 1980 and 1979 on the preferred stock. Information with
respect to restrictions on the Company's present or future ability to pay dividends on common stock
is included in Note 3 of Notes to Consolidated Financial Statements included herein.

APPROXIMATE NUMBER OF EQUITY SECURITY HOLDERS

NUMBER OF RECORD
HOLDERS AS OF

TITLE OF CLASS FEBRUARY 26. 1981

I

$1.00 Cumulative Convertible Preferred Stock .............. 501

Common StOCK ... 979

79 Convertible Subordinated Debentures, due January 1, 1890 521
|

LS 002706
3
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The RegO Group, Inc.
CONSOLIDATED BALANCE SHEET

ASSETS
(/n thousands of dollars)

December 31,

1980 1979
Current assets
Cash ; $ 1,164 $ 1,214
investment agreement receivable—parent ...... ..., ... (... 17.833 16.532
Accounts receivable, less aliowance of $139 in 1980 and $114 in 1979 .. 6.239 5.837
Inventories .. ........... e e 10,065 9,927
Deferred income taxes . ....... ... L Cee 587 431
Other current assets . ... ... ... ... i 546 421
Total current assets .......... ... ... .. 36,434 34,362
Property. plant and equipment
AN e 234 137
Buildings and improvements ............ e e 3,623 2,661
Machinery and equipment . ........ ... ... . e 10,879 9.457

14,736 12,255

Less accumulated depreciation ............. .. .. e 8,429 7,706
Property, plant and equipment—net . . .................... 6.307 4,549

Excess of cost over underlying equity in net assets acquired ............ 3,135 3,135
Oter ASSBYS . ... 330 361

$46.206  $42,407

LS 002707
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The RegO Group. Inc.

CONSOLIDATED BALANCE SHEET

LIABILITIES AND SHAREHOLDERS' EQUITY
(I/n thousands of dollars )

December 31,
1980 1979
Current liabilities
Accounts payable—trade .......... ... .. ... ... ... ... . ... R $ 1.884 S 1.263
Accounts payable—parent ........... ... .. e e .. 1,499 1,664
Income taxes—principally payable to parent ........................ 2,150 1,745
Accrued liabilities ............ .. ... ..o o el 2,350 2.345
Current maturities of long-termdebt .......... ... ............. ... 145 132
Total current liabilities . ... .. ......................... 8,028 7.149
Long-term debt ............... . e 4,937 5.338
Other noncurrent liabilities .... . .. .. .. ... .. .. ... .. ... ... ... ... 346 192
Deferred income taxes ............ . ... .. ... ... . .. ..ol 541 547
Contingent liabilities, see Note 7
Shareholders' equity
$1.00 Cumulative Convertible Preferred stock—authorized 919,523 shares,
issued and outstanding—354.673 shares in 1980 and 355.938 shares in
1979 (redemption and liquidation value: 1980—$13,300; 1979—
813.348) .. 355 356
Common stock—authorized 7,500,000 shares; 3$.01 par value; issued
2857.360 shares ............ ... .. 29 29
Other paid-in capital . ... ... ... ... .. .. . . 5,967 5,992
Retained earnings . ... ........... ... e, 27,256 24,039

33.607 30.416

Less common stock in treasury—at cost:
1980—208,156 shares; 1979—205,357 shares ... . ................ 1,253 1,235
Total sharehoiders' equity ....... e e 32,354 29,181
$46,206 $42,407

See Notes to Consolidated Financial Statements. LS 002708
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The RegO Group, inc.

CONSOLIDATED STATEMENT OF INCOME

(In thousands of dollars, except net income per common share)

Years ended December 31.

1980 1979 1978
Revenues
Netsales ... ............ et ivieninnn e $46,162 $42,607 $35.010
Other income (principally interest from parent) ............ 3,068 2,037 1,448

49,230 44,644 36,458

Cost and expenses
Cost of sales (including purchases from parent of $7,612,

$4,786 and $4,372, respectively) ....... ... ... .. ....... 34,163 31,818 26,887
Selling and administrative expense ................... Ces 7,894 6,508 5,842
Interest exXpense . ................i i 470 503 542

42,527 38,829 33,271

Income before allocation of income taxes .............. ..... 6,703 5,815 3,187

Allocation of income taxes from parent .................... 3,130 2,779 1,454

Net income .. ... .. .. . . . ... $ 3.573 $ 3.036 $ 1,733
Net income per common share

Primary ... . e e $ 1.12 $ .95 $ .51

Fully diluted ... ... . e e $ 1.06 $ .90 $ .49

CONSOLIDATED STATEMENT OF SHAREHOLDERS' EQUITY
Years ended December 31, 1980, 1979 and 1978
{in thousands of dollars)

$1.00
Cum-
ulative
Con-
vertible Other
Preterred Common paid-in Retained Treasury
stock stock capital earnings stock Total
Balance at December 31,1977 ...... $368 $29 $6,194 $19,995 § (987) $25,599
Purchases during the year ... .... (8) (125) (123) (258)
Net income ..........coeveunnn. 1,733 1,733
Preferred dividends paid ........ ___ (366) (366)
Balance at December 31, 1978 ... .. 360 29 6,069 21,362 (1,110) 26,710
Purchases during the year . ...... (4) (77) (125) (206)
Net income ........ccovuvuunn.. 3,036 - 3,036
Preferred dividends paid ......... . (359) (359)
Balance at December 31, 1979 ..... 356 29 5,992 - 24,039 (1,235) 29,181
Purchases during the year . ...... (1 (25) (18) (44)
Netincome .. ................. 3,573 3,573
Preferred dividends paid ......... L (356) . (356)
Balance at December 31, 1980 ..... $355 3_29;_ $5,967 $27,256 $(1,253) $32,354

See Notes to Consolidated Financial Statements.
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The RegO Group, Inc.

CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION
(In thousands of doliars)

Years ended December 31,

1980 1979 1978
Sources of working capital
Operations
Net INCOMEe . ... ... . . $3,573 $3,036 $1,733
Charges (credit) not involving working capital
Depreciation . ... ... ... . . . .. .. ... ... 1,17 1,052 814
Deferred income taxes . ... ...... ... ... . .. .. .. .c..c.cion.. (6) (22) (8)
Pension ... ... e 154 192
Other . ... e 31 38 37
~ Total from operations ....................c...... 4,923 4,294 2,578
Disposition of equipment . . ... ... ... . ... ... ... .. 10 3 13
Total SOUrCeS . ...... ... . ... 4,933 4,297 2,591
Dispositions of working capital
Purchase of property, plant and equipment .. ... ... ... .. ....... 2,938 999 1,109
Reduction of long-term debt ... .. ... . ... .. . . ... ....... 401 362 607
Payment of preferred dividends .. ........................... 356 359 366
Purchase of capital stock . ........ ... ... ... ... ... ... . ... ..., 44 206 256
Total dispositions . ................. ... ... ... ... 3.740 1,926 2,338
increase in working capital ......... .. ... .. .. ... ... . ... ...... $1.193 $2,371 $ 253
Changes in elements of working capital
Increase (decrease) in current assets
Cash and investment agreement receivable ... ............ $ 12561 $ 3599 §$ 1,342
Accounts receivable—net ................... ... ... ..., 402 1,071 122
INVeNtORIES . ... ... it e e e 138 (1,363) (883)
Deferred income taxes ...................... e 156 (212) 122
Other current assets ..................ciiuiniiineanoon. 125 310 25
2,072 3,405 728
(Increase) decrease in current liabilities
Accounts payable .... .. ... . il i (456) 245 230
Income taxes ............. ..., e (405) (670) (264)
Accrued liabilities .............. ... ... . ... ... Lo : (5) (596) (430)
Current maturities of long-term debt ............. .. .... (13) (13) (11)
(879) (1,034) (475)
Iincrease in working capital .................... ... e 1,193 2,3M 253
Working capital at beginning of year ....................... 27,213 24,842 24,589
Working capital at end of year ............................ $28,406 $27,213  $24,842

See Notes to Consolidated Financial Statements.
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The RegO Group, Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Tabular amounts are in thousands of dollars, except per share data)

Note 1. Summary of significant accounting policies

The following is a summary of significant accounting policies of The RegO Group. Inc. (the
Company). The Marmon Group, Inc. (Marmon or parent). a subsidiary of GL Corporation (GL), owns
79.4% of the Company's preferred stock and 91.0% of its outstanding common stock, representing
89.6% of the outstanding voting interest of the Company.

Consolidation—all subsidiaries are consolidated.

Inventories—are valued at the lower of last-in, first-out (LIFO) cost or market (net realizable
value).

Property, plant and equipment—are recorded at cost. Depreciation provisions are determined
principally on the straight-line method for assets acquired prior to 1977 and on accelerated methods
for subsequent acquisitions.

The estimated lives used in determining depreciation are:
Buildings and improvements . ........ ... ... ... ... .. ... 5 to 50 years

Machinery and equipment ... ... ... ... .. ... ... ... 5 to 20 years

Expenditures for maintenance and repairs are charged to expense as incurred. Significan!
renewals and betterments are capitalized. Gains or losses on disposals are included in earnings.

Deferred income taxes—are provided on nonpermanent differences between financijal statement
and taxable income. '

Investment tax credits—are accounted for under the flow-through method.

Excess of cost over underlying equity in net assets acquired—the amount shown in the batance
sheet arose prior to 1971 and is not being amortized because, in the opinion of management,
there has been no diminution of value.

Pension costs—are actuarially determined and consist of current service costs, interest on
unfunded past service liabilities and amortization of prior service costs principally over 10 years
(30 years in 1978). Current service costs and interest on unfunded past service liabilities are funded
as accrued and prior service costs are generally funded over 30 years.

Note 2. Inventories

Inventories valued under the LIFO method were approximately $4,075,000 less than the current
cost of such inventories at December 31, 1980 ($2,500,000 at December 31, 1979). Reductions in the
levels of certain inventories carried at LIFO costs increased 1979 net income by approximately
$170,000 (3.05 per share—primary and fully diluted). The classification of inventories by stage of
production is not practicabie.

Note 3. Long-term debt
December 31,
1980 1979

7% convertible subordinated debentures, due January
1,1990 ... ... .. N $2,997 $3,252

10% first mortgage note, payable in monthly instail-
ments of $28,975 including interest, final payment

due April 1, 1990 . ...... . ... .. .. ... .. 2,085 2,218
5,082 5,470
Less current maturities ........................... 145 132 LS 002711

$4,937 $5,338
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The RegO Group, Inc.
NOTES TO CONSOLIDATED F!NANCIAL STATEMENTS—(Continued)

The 7% convertible subordinated debenture agreement contains covenants which provide.
among other things, that consolidated working capital wiil be maintained at not less than $10.000,000
and that the Company will not pay cash dividends on its common stock or acquire. for cash, any
shares of its common stock in excess of $1,000.000 plus its cumulative consolidated net income.
less preferred dividends and net amounts paid for common stock purchases after November 30, 1969.
At December 31, 1980, retained earnings of $14,623,000 were restricted as to the payment of cash
dividends on common stock and the purchase of shares of common stock.

The trust indenture underlying the 7% convertible subordinated debentures provides. among
other things, that the debentures are redeemable at the Company's option at prices ranging
from 101.5% in 1981 to 100% in 1984 of the principal amount of the debentures, and that sinking
tund payments of $325,000 are required annually with an option to make additional annual payments
of $325,000 without premium; such payments can be reduced by the principal amount of debentures
acquired by the Company or converted into common stock. All of the 1981 instaliment and $53.000
of the 1982 instaliment have been satisfied. The debentures are convertible into shares of common
stock (subject to anti-dilution provisions) at a conversion price of $10.67 per share.

The net book value of the property subject to the 10% first mortgage note was $745,000 at
December 31, 1980. In September 1980. the Company purchased $1,050,000 of land and buildings
which were refinanced in 1981 through industrial development revenue bonds and became subject
to lien. .

The aggregate amounts of long-term debt maturing in each of the years 1982-1985 are $433,000
in 1982, $503,000 in 1983, $521,000 in 1984 and $542,000 in 1985.

Note 4. Accrued labilities

December 31,
1980 1979
Compensation . ....... .. ... ... .. .. .. $ 347 $ 308
Employee benefits . ... ... ... .. ... ... ... ..., 1,081 1,107
Product liability ....... .. ... ... ... .. ... .. .. ..., 563 521
Other ... . ... 359 409

$2,350 $2,345

Note 5. Income taxes

The Company is included in the consolidated federal income tax return of GL and as such is
contingently liable for federal income taxes attributable to other members of the GL consolidated
federal income tax group. GL has indemnified the Company against any such liability.

Under the terms of a tax sharing agreement with Marmon, federal income taxes are computed
as if the Company and its subsidiaries file a separate consolidated return and liabilities are remitted
to, and benefits and refunds are obtained from, Marmon on this basis.

The allocation of income taxes consists of: LS 002712
1980 1979 1978
Current
Federal .... ....... e $2,854 . $2,259 $1,454
State ... e 438 330 128
Deterred, principally federal ...... . .. .. (162) 190 (128)

$3,130 $2,779  $1,454

e
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The RegO Group, Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

12. Quarterly Data (unaudited)
Quarter Ended

March 31, June 30. September 30. December 31,

1980 1979 1980 1979 1980 1979 1980 1979
Net sales .. ............. . $12,023 $10.679 $12.118 $9,995 $10.728 $10.820 $11,293 $11,113
Gross profit ... . ..... .. 2,753 2455 3,093 2,525 2644 2863 3,509 2,946
Netincome .. ......... o 906 650 835 678 736 677 1,096 1,031

Net income per common share

Primary .. .. ........... .28 .20 .26 .21 .23 .21 .34 32
Fully diluted ............ .27 .19 25 .20 .22 .20 32 .30

inventory adjustments increased 19380 fourth quarter net income by $500,000 or $.16 per share
($.14 on a fully diluted basis).

REPORT OF CERTIFIED PUBLIC ACCOUNTANTS

The Board of Directors
and Sharehoiders
The RegO Group, Inc.

We have examined the consolidated balance sheets of The RegQO Group, Inc. (the Company)
at December 31, 1980 and 1979, and the related consolidated statements of income, shareholders’
equity and changes in financial position for each of the three years in the period ended December
31, 1980. Our examinations were made in accordance with generally accepted auditing standards
and, accordingly, included such tests of the accounting records and such other auditing procedures
as we considered necessary in the circumstances.

_As described in Note 7, the Company is subject to possible losses relating to uninsured product
liability claims. It is not possible at this time to determine the additional losses, if any, that may be
incurred.

in our opinion, subject to the effects of such adjustments, if any, as might have been required
had the ultimate resolution of the matter discussed :n the preceding paragraph been known, the
statements mentioned above present fairly the consohdated financial position of The RegO Group,
Inc. at December 31, 1980 and 1979, and the consohdated results of operations and changes in fi-
nancial position for each of the three years in the penod ended December 31, 1980, in conformity
with generally accepted accounting principles applied on a consistent basis during the period.

s

ARTHUR YOUNG & COMPANY

Chicago, lltinois
March 16, 1981

LS 002713
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SELECTED FINANCIAL DATA

(Inthousands of dollars, except per share.data)
Years ended December 31,

1980 1979 1978 1977 1976
Netsales...................... $46.162 $42.607 $35,010 $34,324  $26,809
Net income (Notes A and B) .. .. 3,573 3,036 1,733 2,245 g5
Net income (loss) per share
Prlmar)f ........ P 1.12 .95 .51 .68 (.10)
Fully diluted ................ . 1.06 .90 .49 .65 (.10)
Cash dividends per common share — — —_ _ —_—
Total assets ..... ... ... .. ... 46,206 42,407 39,094 38,121 35,288
Long-term debt ... ... ... . . . . . 4,937 5,338 5,700 6,307 6,421

(A) Reductions in the levels of certain inventories carried at LIFO costs increased 1979 net income
by approximately $170,000 ($.05 per share—primary and fully diluted).

(B) The adoption of the LIFO method of inventory valuation reduced 1977 net income by $891.000
or $.27 per share {$.24 on a fully diluted basis).

MANAGEMENT'S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
1980 vs. 1979

Working capital increased 4% or $1,193,000. Accounts receivable increased primarily due to
higher selling prices, although the number of days sales outstanding in accounts receivable de-
creased slightly. Inventories and accounts payable-trade increased due to higher costs of raw
materials. Inventory turnover increased as a result of increased unit volume while maintaining
controlled inventory levels.

In September 1980, the Company purchased land and a building in North Carolina for the
manufacture of small valves and regulators. This facility was refinanced through the issuance of
§5,000,000 of industrial development revenue bonds in early 1981.

Net sales increased 8% for all of 1980. Gains were made in the first haif of 1980 from higher
unit volume of liquified petroleum gas (LPG) products. However, demand returned to 1979 levels
during the second half of 1980. Selling price increases initiated during the second quarter were
partially offset by selective discounting of selling prices of brass fittings fater in the year.

Gross profit as a percentage of sales increased slightly from 25% to 26% as higher raw material
costs were offset by increased volume and selling prices, which in turn were offset somewhat by
seiective price discounting.

Selling and administrative costs increased, reflecting higher litigation and insurance costs for
product liability and preoperating costs at the new facility in North Carolina.

Increased interest income reflects the high interest rates in effect throughout much of 1980.

The effective income tax rate decreased primarily as a result of increased investment tax credits.

Order backlog at the end of the year dropped 11%, reflecting lower customer demand resulting
from general economic conditions.

Management programs to lessen the effects of inflation consist of selective price increases to
the extent allowed by competition, upgrading of production facilities to achieve greater efficiency
and cost reduction programs
1979 vs. 1978

Working capital increased 10% or $2,371,000, reflecting the improved demand and higher unit
volume in LPG control equipment. Inventories decreased 12% reflecting the continued emphasis
on inventory control. Accounts receivable increased 22% reflecting increased net sales.

Net sales increased 22% primarily due to higher unit volume of LPG control equipment, in-
creased prices and new sales programs.

Gross profit as a percentage of sales increased from 23% in 1978 to 25% in 1979. This im-
provement was primarily the result of better sales mix, improved utilization of production facilities
and liquidation of certain LIFO inventories, resulting in an increase of approximately $325,000 in 1979
gross profit.

Other income increased $589.000. primarily as a result of an increase in interest income.

13 LS 002714
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1981

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1834

For the Fiscal Year Ended Commission File Number
December 31, 1981 1-848

The RegO Group, Inc.

(Exact name of registrant as specified in its charter)

Delaware ' 38-2891480
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) identification Number)
39 South LaSalle Street, Chicago, lilinots : 60603
(Address of principal executive offices) (Zip Code)

Registrant's telephone number, including area code (312) 372-8500
Securities registered pursuant to Section 12(b) of the Act:

Title of Each Class Name of Each Exchange on Which Registered
$1.00 Cumulative
Convertible Preferred Stock . Pacific Stock Exchange
Common Stock Pacific Stock Exchange, Spokane Stock

Exchange and Intermountain Stock Exchange

Securities registered pursuam to Section 12(g) of the Act:
7% Convertible Subordinated Debentures, due January 1, 1990
(Title of Class)

Indicate by check mark whether the registrant (1) has fied all reports required to be flled by Section 13 or
15(d) of the Securities Exchange Act of 1934 during the preceding 12 monthe (or for such shorter period
that the registrant was required to fle such reports), and (2) has been subject to such flling requirements for
the past 90 days. _

Yes X No

——

On February 25, 1682, the aggregate market value of the common stock and preferred stock held by
nonaffiliates was $1,333,000 and $1,328,000, respectively, and on that date 2,608,828 shares of common
stock were issued and outstanding.

DOCUMENTS INCORPORATED BY REFERENCE

information from the following documents is incorporated by reference (n the indicated parts of this Form
10-K:

1881 Annual Report to Sharshoiders Perts ), l and IV

Definitive Pr Statement for annual ting Parts | and W
of sharehoklers scheduied 1o be feld LS 002716
on June 14, 1982,

——
——
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Part |

i ———— . ——

TEM 1.
BUSINESS
General Development of Business ,
On June 17, 1977, the shareholders approved a change in the state of incorporation from idaho to

Delaware by merging Goiconda Corporation into The RegO Group, inc. (the Company) (formerly RegO Com-
pany). 8 wholly-owned Delaware subsidiary.

There have not been any material changes during 1981 in the nature of the business of the Company.

Financial Information About Industry Segments

The Company's operations are in one industry—the manufacture and sale of pressure regulators and other
devices used to control the flow of gases and liquids.

Narrative Description of Business

The Company designs, develops, manufactures and markets pressure regulators, valves and other control
equipment for LP-gas and anhydrous ammonia; pressure regulators, cylinder valves, manifoids and other control
equipment for compressed gases; and gas weiding and cutting equipment. The Company ailso manufactures and
markets a line of fittings for use with copper tubing, and garden and air hoses. A common characteristic of these
products is the control of the flow of gases and liquids under a wide variety of temperatures and pressures.

Raw materials and components used in the manufacturing operations are available from more than one
supplier. Certain parts and materials are obtained from the Company’'s parent on a competitive basis.

The Company i8 subject to intense competition from older and larger firma having greater financial resources
and from smaller local and regional firms which have advantages deriving from proximity to local markets. its
products are soid principally in the United States through full-time salesmen, distributors and manufacturers’
agents. A significant portion of the sales are to the propane, construction and plumbing industries.

Backlog

As of December 31, 1981, the Company’'s backlog of orders totalled approximately $8,100,000, all of
which is expected to be filled in 1882. At December 31, 1980, the backlog amounted to approximatety
$8,000,000. Backlog amounts are not necessarily indicative of sales for subsequent periods because of the
short lead time between receipt of order and delivery.

Research and Development

The dollar amount of expenditures for research and development activities during the last three years was
not material.
Major Customers

The Company did not have sales to any customer in an amount exceeding 10% of consolidated revenues.

Environmental Matters

The Company is subject to environmental regulation by federal, state and local authorities. There are no
material expenditures required for pollution control equipment under applicable environmental laws.
Employees

The Company had approximately 700 fui-time employees at December 31, 1981.

Financial information About Foreign and Domestic Operations and Export Sales

All of the Company’s operations are conducted in the United States. information concerning export sales
appears in Note 11 of Notes to Consolidated Financial Statements included in the Company’'s 1981 Annual
Report to Sharehoiders and is incorporated herein by reference.
ITEM 2.
PROPERTIES . _

Manutacturing operations are conducted at two Company owned locations in the Chicago area, which have
an aggregate of approximately 340,000 square feet of floor space, and a 90,000 square foot facility, subject to
8 capitalized lease, located in North Carolina. Two distribution centers (Saddie River, New Jersey and Kansas
City, Mf""“"')“ﬂlﬂanag;gregateafac.n:u'oxirnately 10,000 square feet and two warehouses with an aggregate of
?W?m'dy7-0008qwefoetareleaaedonananmmlremalbaaio. In the opinion of management, these
amuewwmnwm,wwmﬁaﬂyuﬁﬁzodmwwmmu\dedm.
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ITEM 3.
LEGAL PROCEEDINGS

A number ot product liability claims have been asserted against the Company and, based upon the
Company's experience, product liability claims may be asserted two or more years following the alleged incident
or alleged malfunction. The Company is subject to possible losses relating to the uninsured portion of such
claims. While it is not possible at this time to determine the additional losses, if any, that may be incurred, the
Company believes that such additional losses couid be material. The Company’s business invoives the design,
manufacture and sale of various regulators, valves and other equipment used in controlling the flow of gases and
liquids under a wide variety of temperatures and pressures. The products are often incorporated into other and
larger finished products. Given the nature of its products, the Company believes that product liability claims are
ordinary routine litigation incidental to its business.

{TEM 4.
SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

Information required by Item 4 will be included in the Company’'s definitive proxy statement for its annuai
meeting of shareholders scheduled to be heid June 14, 1982. The Company expects to file definitive copies of
such proxy statement prior to April 30, 1982, and reference is expressly made thereto for the inforrnation
incorporated herein by the aforesaid reference.

Part il

ITEM S.

MARKET FOR THE REGISTRANT’'S COMMON STOCK AND
RELATED SECURITY HOLDER MATTERS

Information required by tem 5 appears on page 3 of the Company’s 1981 Annual Report to Sharehoiders
and is incorporated herein by reference.

ITEM 6.
SELECTED FINANCIAL DATA

information required by item 6 appears on page 13 of the Company’s 1981 Annual Report to Sharehoiders
and is incorporated herein by reference.

ITEM 7.
MANAGEMENT’'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS
Information required by ltem 7 appears on page 13 of the Company’s 1981 Annual Report to Shareholders
and is incorporated herein by reference.

ITEM 8.

FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Consolidated financial statements of the Company at December 31, 1981 and 1980 and for each of the
three years in the period ended December 31, 1981, and the report of certified public accountants thereon, are
incorporated herein by reference to the 1881 Annual Report to Shareholders, pages 4 through 12.

Part lll

ITEM 9.
DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

Information required by item 9 will be inciuded in the Company's definitive proxy statement for its annual
meeting of sharehoiders scheduled to be heid June 14, 1982. The Company expects to fie definitive copies of
such proxy statement prior to April 30, 1882, and reference is expressly made thereto for the information
incorporated herein by the aforesaid reference.
{TEM 10.
MANAGEMENT REMUNERATION AND TRANSACTIONS

Information required by ltem 10 will be included in the Company's definitive proxy statement for its annual
meeting of shareholders scheduled to be heid June 14, 1982. The Company expects to file definitive copies of
such proxy statement prior to April 30, 1882, and reference is expressly made thereto for the information
incorporated herein by the aforesaid reference.
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Part IV

ITEM 11,
EXHIBITS, FINANCIAL STATEMENT SCHEDULES, AND REPORTS ON FORM 8-K
Page

(aX1) Consolidated financial statements
(2) Consolidated financial statement schedules
(3) BXRIDIS . .

(b) No report on Form 8-K was required to be filed during the three months ended December 31, 1981.

LS 002719
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The RegO Group, Inc.

INDEX TO CONSOLIDATED FINANCIAL STATEMENTS AND
FINANCIAL STATEMENT SCHEDULES

item 11(a)

Annysl report

Form 10-K to sharehoiders
. (Page) (Page)

Consolidated financial statements
Consolidated balance sheet at December 31, 1881 and 1980 ... . ... ... .... . . .. 4-5
For each of the three years in the period ended December 31, 1981 .. ... ... ..

Consolidated statement of income. .. ............................ .., e 8
Consolidated statement of shareholders’ equity. . ............................ 6
Consolidated statement of changes in financial position . . .............. ... .. .. 7
Notes to consolidated financial statements. .. ............................... 811

Consolidated financial statement schedules for each of the three years in the period
December 31, 1981 - .
Vill—Valuation and qualifying accounts and reserves . .. . ........................ 5
X—Supplementary income statement information . .. ......... ... ...... ... ... .. 5

Schedules not included above are omitted as either not applicable or not required or the required information
is included in the consolidated financial statements or the notes thereto.

The consolidated financial statements listed in the above index together with the report thereon of Arthur
Young & Company dated March 17, 1982, which are included in The RegO Group, Inc. 1981 Annual Report to
Shareholders are incorporated eisewhere herein by reference.
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The RegO Group, inc.
SCHEDULE viil

VALUATION AND QUALIFYING ACCOUNTS AND RESERVES

Yeoars ended December 31, 1981, 1980 and 1979

(In thousands of dollars)

Additions
Balance at charged to Baiance
beginning costs and at end of
Description of period oxpenses Deductions __period
Allowance for doubtful receivables
1981 . e $ 139 $ 8 $ 16(A) $ 131
1980 . . e $ 114 $ 61 $ 38(A) $ 139
1070 . $ 97 $ 55 $ 38(A) $ 114
Inventory valuation aliowance
198 e $ 631 $ 100 $ 404(B) $ 327
1980 . .. .. $ 613 $ 266 $ 248(B) $ 631
1979 . e $ 731 $ 288 $ 406 (B) $ 613
(A) Write-off of uncollectible accounts, net of recoveries.
(B) Disposals of obsolete inventory.
SCHEDULE X
SUPPLEMENTARY INCOME STATEMENT INFORMATION
(In thousands of dollars)
Years ended
December 31,
1981 1980 1979
Maintenance and repairs . . .. ... ............. .. $1.571 $1,252 $1,034
LS 002721
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CONSENT OF CERTIFIED PUBLIC ACCOUNTANTS

We consent to the incorporation by reference in this Annual Report on Form 10-K of The RegO Group, Inc. of our
report dated March 17, 1982 which appears on page 12 of The RegO Group, Inc. 1981 Annual Report to
Shareholders.

Wae also consent to the addition of the consolidated financial statement schedules of The RegO Group, Inc., which
are listed in the accompanying index to consolidated financial statements and financial statement schedules
(page 4), to the consolidated financial statements covered by our report dated March 17, 1982, which is
incorporated herein by reference.

ARTHUR YOUNG & COMPANY

Chicago, lllinois
March 17, 1982
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SIGNATURES

_ Pursyant to the requirements of Sections 13 or 15(d) ot the Securities Exchange Act of 1934, the registrant
has duly caused this report to be signed on its behaif by the undersigned, thereunto duly authorized.

The RegO Group, inc.
(Registrant)

/8/ R. C. GLUTH
R. C. Gluth
Vice President and Treasurer
March 26, 1982

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed by the
following persons on behalf of the registrant and in the capacities and on the dates indicated.

/8/ W. FEATHERSTONE
W. Featherstone
Director
March 26, 1982

/8/ R. C. GLUTH
R. C. Gluth
Director, Vice President and Treasurer,
and Principal Accounting Officer
March 26, 1982

/8/ G. A. JONES
G. A. Jones
Director
March 26, 1982

/s/ H. F. MAGNUSON
H. F. Magnuson
Director
March 26, 1982

/8/ J. R. MORRILL
J. R. Morrill
Director, President and Chief Executive Officer
March 26, 1982

/8/ R. A. PRITZKER
R. A. Pritzker
Director
March 26, 1982

/8/ G. P. SMITH
G. P. Smith
Chairman of the Board
March 26, 1982
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Exhibit
Number

(3) (a)
(3) (®)
)]
(11)
(13

(22)

The RegO Group, Inc.

INDEX TO EXHIBITS
item 11(a)(3)

Certificate of Incorporation and Bylaws—incorporated herein by reference to Notice of Annual
Meeting of Shareholders heid on June 17, 1977

Certificate ot Amendment of Certificate of incorporation—incorporated herein by reference to
Form 10-K, Exhibit C, for the year ended December 31, 1977

7% Convertible Subordinated Debentures Agreement—incorporated herein by reference to
Form 10-K for the year ended December 31, 1980

Caiculation of net income per common ghare

1981 Annuai Report to Sharehoiders. With the exception of the information incorporated by
reference ino ftems 1, 5, 8, 7 and 8 of this Form 10K, the 1981 Annual Report 10
Shareholders is not deemed filed as part of this report.

Subsidiaries of the Registrant
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EXHIBIT NUMBER— 11
The RegO Group, Inc.

CALCULATION OF NET INCOME PER COMMON SHARE
(In thousands, except per share data)

1981 1980 1979
Shares for computations
Weighted average shares outstanding .. ... ............ ... .............. 2,643 2,651 2,683
Common stock equivalents—assumed conversion of convertible preferred stock
IO COMMON . . . ... . 532 532 534
Common shares for primary income per share ........................... 3,175 3,183 3,197
Assumed conversion of 7% convertible subordinated debentures . ... ........ 268 281 305
Common shares for fully diluted income per share . .. ..................... 3,443 3.464 3,502
Net income for computations
Net income for primary income per common share......... ............... $3,398 $3,573  $3,036
Add interest on 7% convertible debentures, net of applicable income taxes . .. 118 107 116
Net income for fully diluted income per common share. . ................... $3,518 $3.680 $3.152
Net income per common share
PrmarY . . . $ 1.07 $ 1.12 $ 95
Fully diluted . ... .. . $ 1.02 $ 1.06 $ 90
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EXHIBIT NUMBER—22
The RegO Group, inc.

SUBSIDIARIES OF THE REGISTRANT
December 31, 1981

The following is a list of subsidiaries, all of which are included in the Company's consolidated financial
statements, the percentage of voting securities owned by the Company and the state of incorporation of each:

Percentage
of Yoting
Securities State of
Name of Subasidiary ) Owned Incorporation
RegQ Company ............................... 100 Delaware
RegO Distribution Center, Inc. . ............. .. ... 100 Delaware
4201 W. Peterson Corporation. . . ... .............. 100 Delaware
RegO International, Inc. .. .............. ... ... ... 100 Hinois
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To Our Sharehoiders

Sales in 1981 of $46,328,000 were substantially equal to 1980. Net income for 1981 was $3 398,000 or
5% less than 1980 net income of $3,573,000.

The lack of growth in 1981 net sales and the decrease in net income are the result of various factors. Slack
demand for the Company's products, particularly in residential housing, was somewhat overcome by selective
price increases and increased emphasis on cost reduction.

Increased interest income was offset by start-up costs associated with the North Carolina plant, higher
product liability costs and increased marketing expenses.

Greater utilization of our North Carolina plant and continued review of all operations should enable us to
overcome the problems of a declining trend in our markets. The management and employees of The RegO
Group. Inc. will continue their efforts to meet these challenges.

Sincerely,

R. Morrill, President

K. Dl

ch 26, 1982

LS 002729

Golc - CDA dm - 1744



GENERAL INFORMATION

OFFICERS AND DIRECTORS

‘tW. Featherstone
Mining Engineer
Hayden Lake, idaho

* R. C. Gluth
Vice President and Treasurer
The RegO Group. Inc.
Executive Vice President
The Marmon Group. Inc.
(diversified manufscturing)

* G. A. Jones
Exacutive Vice President
The Marmon Group, Inc.
(diversified manutacturing)

‘tH4. F. Magnuson
Partner
H. F. Magnuaon & Company
(Certifiled Public Accountants)
Wailace, ldaho

* J. R. Morrill
President and Chief Executive Officer
The RegQ Group. Inc.

TRANSFER AGENT & REGISTRAR
American National Bank & Trust Company
of Chicago

33 North LaSalle Street

Chicago, lllinois 80690

312-861-5000

AUDITORS

Arthur Young & Company
One IBM Plaza

Chicago, lllinois 60611
312-751-3000

BUSINESS DESCRIPTION

* R. A. Pritzker
President
The Marmon Group, Inc.
{diversified manutacturing)

W. S. Rogowski
Secretary and General Counsel
The RegO Group, Inc.
Vice President, Secretary and General Counse!
The Marmon Group, Inc.
(diversified manutacturing)

*tG. P. Smith
Chairman of the Board
The RegO Group, Inc.

D. V. Ytterberg
Vice President
The RegO Group. Inc.

C. D'Ascenzo
Asgistant Secretary
The RegO Group, inc.

* Director of The RegO Group, Inc.
t+ Member of the Audit Committee

ANNUAL MEETING

The RegO Group, Inc. annual meeting of
sharehoiders will be at 2:30 P.M. on June 14,
1982 at the offices of the Company, 39 South
LaSalle Street, Chicago, lllincis 60603.

FORM 10-K

A copy of the Annual Report to the Securities
and Exchange Commission on Form 10-K may be
obtained from the Company at no expense to the
sharehoider. Direct your written request to:
Mr. Walter S. Rogowski, Secretary
The RegO Group, Inc.
39 South LaSalle Street
Chicago, Hilincis 60603

The Company is engaged in the manufacture and sale of pressure regulators and other devices (valves,
manifolds, fittings and related equipment) used to control the flow of gases and liquids. A significant portion of the
sales are to the propane, construction and plumbing industries.
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CAPITAL STOCK AND RELATED MATTERS

CAPITAL STOCK

Common Stock of The RegO Group, inc. (the Company) is traded on the Pacific, Spokane and Intermountain
Stock Exchangea (symbol: REG). The Company's $1.00 Cumulative Convertible Preferred Stock is traded on
the Pacific Stock Exchange (symbol: REG. PR). The Marmon Group, Inc., 39 South LaSalle Street, Chicago,
llinois 80603, owns 92.4% of the Company's common shares and 81.8% of its preferred shares.

The quarterty high and low prices of the Company’s common and preferred stock for the past two years as
reported by the Pacific Stock Exchange were:

Common Preferred
High Low High Low

1981 -

First Quarter . .................... i $8 $7% $22 $21%

Second Quarter . . ...... ... ... .. ... .. ... ..., 8% 7% 23 22

Third Quarter ... ......... ... .. ... .. ... ... ... 7% 7 22 20%

Fourth Quarter ... ..... . ...................... 7% 6% 20% 20%
1980

Fiest Quarter . ... ... ... ...............00 ... $68% $5% $18% $18

Second Quarter . ............................... 8% 5 19% 17

Third Quarter .....................cccvnneinn.. 8% 6 20 20

Fourth Quarter ................................. 7% 8% 21 20%

No dividend has been paid on the common stock during the past two years. A dividend of $.25 per share
was paid in each quarter of 1981 and 1980 on the preferred stock. Information with respect to restrictions on
the Company’s present or future ability to pay dividends on the common stock is included in Note 4 of Notes to
Consolidated Financial Statements included herein.

APPROXIMATE NUMBER OF EQUITY SECURITY HOLDERS

NUMBER OF RECORD
HOLDERS AS OF

TITLE OF CLASS FEBRUARY 25, 1982
$1.00 Cumulative Convertible Preferred Stock .. ....... .. ... .......... 459
Common StOCK . ... ... . 901
7% Convertible Subordinated Debentures, due January 1, 1880......... 487
LS 002731
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The RegO Group, Inc.
CONSOLIDATED BALANCE SHEET

ASSETS
(in thousands of doliars)

Current assets

Investment agreement receivable-—parent . .. .. ... ... ... [
Accounts receivable, less allowance of $131 in 1981 and $139 in 1980
INVeMOrIOS . . . . . . .. e
Deferred income taxes . ......... ... ... .. ... . . ..t
Other current assets . . ... ... .. ............ . uuiriernnnrninns

Total current assets . .. .. ... .. e

Property, plant and equipment
ARG .. e
Buildings and improvements .. ... . ....... ... ... ... ...
Machinery and equipment . . . .. ... . ... .. ... ...

Less accumulated depreciation . . . . .. .............. ... .. ... ..

Property, plant and equipment—net. .. . ........ ... .. .. ... i

Excess of cost over underlying equity in net assets acquired ............

Funds for construction heid by trustee ... ............................

December 31,
1981 1880
$ 812 § 1,184
22638 17,833

6,082 6.239
10,265  10.065

621 587
131 546
40,549  36.434
224 234
3,851 3,623
12,350  _10.879
16,225 = 14,738
9,406 8,429
6.819 6.307
3,135 3.135

3,079 -
299 330
$53.881  $46.206
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Current liabilities

~ The RegO Group, Inc.
. CONSOLIDATED BALANCE SHEET

LIABILITIES AND SHAREHOLDERS' EQUITY
(In thousands of dollars)

Accounts payable—trade ... ... ... ... .. ...
Accounts payable—parent . . ... ... .. .. ...
Income taxes—principally payable to parent . ........................... .

Accrued liabilities . . .

Long-term debt. . .. . ..

Long-term obligation under capital lease . . ............. ... ...
Other noncurrent liabilities . .. ... ... ... ... ... S

Deterred income taxes
Contingent liabilities
Sharehoiders’ equity

$1.00 Cumulative Convertible Preferred stock—authorized 919,523 shares, issued and
outstanding—344,226 shares in 1981 and 354,673 shares in 1980 (redemption and

liquidation value: 1981—$12,908; 1980—$13,300) . ... ... . ... .. ... ... ... ....

Common stock—authorized 7,500,000 shares; $.01 par valve; issued—2,862,741

shares in 1981 and 2,857,380in 1980 .. ... ... . ... ... . ... ... ...

Other paid-in capital

Retained earnings . .

Less common stock in treasury—at cost:
1981—253,113 shares; 1980—208,156 shares .. ...........................

Total shareholders’ equity . . . - . ...t

See Notes to Consolidated Financial Statemeqts.

December 31,

1981 1980
$ 1,912 $ 1.884
1,345 1,489
2,741 2,150
2,502 2,350
161 145
8,661 8,028
4,376 4,937

§,000 —_
401 346
567 541
344 355
29 29
5,812 5,967
30,300 27,256
36,485 33,607
1,608 1,253
34,876 32,354
$53,881 $46,206
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- The RegO Group, inc.

CONSOLIDATED STATEMENT OF INCOME
(In thousands of gollars, except net income per common share)

Years ended December 31,

1981 1980 1979
Revenues :
Net Sales . . . . .. ... e $46,328 $46,162 $42.607
Other income (principally interest from parent) ........................ 5,172 3,068 2,037
51,500 49,230 44 644
Cost and expenses
Cost of sales (including purchases from parent of $5,372, $7,612 and
$4.786, respectively) . .. .. ... ... . ... ... .. .. e 35,170 34,163 31,818
Selling and administrative expense . .. .............. .. ... 9,023 7,894 8,508
Interest expense . ... ... ... 938 470 503
45,129 42,527 38,829
Income before allocation of income taxes ... ........................... 6,371 6,703 5,815
Allocation of income taxes from parent .. .................... .. ... .... 2,973 3,130 2,779
Net iNCOM® . .. .. . . . e $ 3,398 $ 3,573 $ 3,036
Net income per common share
PRimarY . . . . $ 1.07 $ 112 $ .95
Fully diluted . .. ... . $ 102 $ 106 $§ 90
CONSOLIDATED STATEMENT OF SHAREHOLDERS' EQUITY
Years ended December 31, 1981, 1980 and 1979
(in thousands of dollars)
$1.00
Cum-
uistive
Con-
vertible Other Common
Preferrad Common paid-in Retained stock in
stock stock capital aarnings treasury Total
Balance at December 31, 1978 .. ... ... ....... $360 $29 $8,069 $21382 $(1,110) $26.710
Purchases during the year . . .. ............. (4) 77 (125) (208)
Netincome.. ....... ..................... 3,036 3.036
Preterred dividends paid. .................. . (359) (359)
Balance at December 31, 1979 .............. 356 29 5,992 24,039 (1.,235) 29,181
Purchases during the year . . ............... §)} (25) (18) (44)
Netincome. . ....... ... ... ............. 3,573 3,573
Preferred dividendg paid. . ................. — (356) (358)
Balance at December 31, 1980 ... ... ........ 355 29 5,867 27,256 (1,253) 32,354
Purchases during the year . .. ...... ........ (11) (155) (358) (522)
Netincome. . ... ... ... ................. 3,398 3,388
Preferred dividends paid....... .. e _ (354) (354)
Balance at December 31, 1981 ............ .. $344 $29 $5812 $30,300 $(1,809) $34,876

See Notes to Consolidated Financial Statements.

»
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The RegO Group, Inc.

CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION
(In thousands of dollars)

Years ended December 31,

1981 1980 1979
Sources of working capital
Operations
Bt IMCOMO . .. .. ... .. . . e e .. $ 3398 8 3573 $ 3,038
Charges (credits) not involving working capital
DOProci8lION . .. ... .. . 1,425 1,171 1,052
Deferred inCOmM® taXO8 . . .. ... ... ...t 26 (6) (22)
PONBION . . ... e 55 154 192
Other . . ... ... e 31 31 36
Total fromoperations ... ......... ...ttt 4,935 4,923 4,294
Disposition of equipment . . . ... ... .. ... .. ... .. ..., 90 10 3
- Increase in long-term obligation under capital lease . . ........... .. ... . ..., 5,000 - —
_ TOtal BOUFCOS . .. .. ... i 10,025 4,933 4,297
Dispositions of working capital
Purchase ot property, plant and equipment .. ........................... 2,027 2,939 999
Increase in funds for construction held by trustee . . ... ... ......... .. ... 3,079 - _
Reduction of longterm debt . . . ... ........ ... ... . . . . ... 561 401 362
Payment of preferred dividends . . . . ............. .. . ... ... ... 354 356 359
Purchase of Capital STOCK . . . .. .......coouronti et 522 44 206
Total digspositions . . . .. ... ... ... . ... .. ... 8,543 3,740 1,928
Increase in working capital . .. ... ... .. ... ... $ 3482 $ 1,183 $ 2,371
Changes in elements of working capital
increase (decrease) in current assets
Cash and investment agreement receivable ............................. $ 4453 § 1,251 §$ 3,599
Accounts receivable—net . .. ... ... ... ... (157) 402 1,071
VOO . . . . . ... . .. 200 138 {1,363)
Deferred inCOMe taX@8 .. .. ... . .. ... . ... ... . i 34 156 (212)
Other current a8808 . . . . .. ... ... ...ttt (415) 125 310

4,115 2,072 3,405

(Increase) decrease in current liabilities

ACCOUNS PAYBDIO . ... ... ..........oeeeeanea e 128 (456) 245
INCOMB TBXOB . . ... ...\ iit et iie e e e (591) (408) (670)
Accrued liabilities . .. . ... O (152) (5) (596)
Current maturities of longterm debt ........................... PP (18) (13) (13)
(633) (879) _(1.034)

Increase in working capital . .. ............. ... .. ... ... ... 3,482 1,183 2,371
Working capital at beginning of year .. . ..... ... ... ... .. .. ... ... ... 28,408 27,213 24,842
Working capital at end of y8ar . .................. ..., $31,888 $28,408 $27,213

See Notes to Consolidated Financial Statements.
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The RegO Group, Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Tabular amounts are in thousands of dollars, except per share data)

Note 1. Summary of significant accbuntlng policies

The following is a summary of significant accounting policies of The RegO Group, Inc. (the Company). The
Marmon Group, Inc. (Marmon or parent) owns 81.8% of the Company’s preferred stock and 92.4% of its
outstanding common stock, representing 91.2% of the outstanding voting interest of the Company. Marmon is a
subsidiary of GL Corporation (GL), which became a wholly-owned subsidiary of New TU, Co. on December 31,
1981 as part of a corporate reorganization.

Consolidation—all subsidiaries are consolidated.
inventories—are valued at the lower of last-in, first-out (LIFO) cost or market.

Property, plant and equipment—are recorded at cost. Depreciation provisions are determined principally on
the straight-ine method for assets acquired prior to 18977 and on accelerated methods for subsequent
acquisitions. Expenditures for maintenance and repairs are charged to expense as incurred. Significant
renewals and betterments are capitalized. Gains or logses on disposals are included in earnings.

Deferred income taxes—are provided on nonpermanent differences between financial statement and
taxable income. .

Investment tax credits—are accounted for under the flow-through method.

Excess of cost over underlying equity in net assets acquired—the amount shown in the balance sheet arose
prior to 197 1 and is not being amortized because, in the opinion of management, there has been no diminution of
value. '

Pension costs—are actuarially determined and consist of current service costs, interest on unfunded past
service liabilities and amortization of prior service costs principally over 10 years. Current service costs and
interest on unfunded past service liabilities are funded as accrued and prior service costs are generally funded
over 30 years.

Note 2. Inventories

Inventories valued under the LIFO method were approximately $4,600,000 less than the current cost of
such inventories at December 31, 1981 ($4,075,000 at December 31, 1980). Reductions in the levels of
certain inventories carried at LIFO costs increased 1979 net income by approximately $170,000 ($.05 per
share—primary and fully dilusted). The classification of inventories by stage of production is not practicable.

Note 3. Accrued liabilities

December 31,
1981 . 1980
Compensation . .. . ................... . $ 268 $ 347
Employee benefits ... ................. . ... .. 1,049 1,081
Product liabitity . . .................... ... ..., 671 5683
Other .. ... ... e 514 389

$2502 $2350

Note 4. Long-term obligations
A. Debt

December 31,
1981 1980

7% convertible subordinated debentures, due January 1, 1990 $2,597 $2,997
10% first mortgage note, payable in monthly instaliments of

$28,975 inciuding interest, final payment due April 1, 1990 1,940 2,085
" 4,537 5,082
Less current maturities . ..................... ........... 161 145
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The RegO Group, Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

The 7% convertible subordinated debenture agreement contains covenants which provide, among other
things, that consolidated working capital will be maintained at not less than $10,000,000 and that the Company
will not pay cash dividends on its common stock or acquire, tor cash, any shares of its common stock in excess
of $1,000,000 plus its cumulative consolidated net income, less preferred dividends and net amounts paid for
common stock purchases after November 30, 1968. At December 31, 1981, retained earnings of $14,904,000
were restricted as to the payment of cash dividends on common stock and the purchase ot shares of common
stock. :

The trust indenture underlying the 7% convertible subordinated debentures provides, among other things,
that the debentures are redeemable at the Company's option at prices ranging from 101% in 1982 to 100% in
1984 of the principal amount of the debentures, and that sinking fund payments of $325,000 are required
annually with an option to make additional annual payments of $325,000 without premium; such payments can be
reduced by the principal amount of debentures acquired by the Company or converted into common stock. All of
the 1982 instaliment and $128,000 of the 1983 installment have been satisfied. The debentures are convertible
into. shares of common stock (subject to anti-dilution provisions) at a conversion price of $10.67 per share.

The net book value of the property subject to the 10% first mortgage note was $675,000 at December 31,
1981. .

The aggregate amounts of long-term debt maturing in each of the years 1983- 1986 are $375,000 in 1983,
$521,000 in 1984, $542,000 in 1985 and $565,000 in 1986.

B. Obligation under capital lease

In September 1980, the Company purchased $1,050,000 of land and buildings which were refinanced in
February 1981 through an industrial revenue bond. Proceeds of the $5,000,000 bond, due February 1, 1984
_ with quarterly interest payments at 60% of a specified bank's prime rate, in excess of amounts requisitioned to
reimburse expenditures for the project, are held for investment by a trustee. Property, plant and equipment
financed by the bond ($1,840,000 net book value at December 31, 1981) and funds for consgtruction held by
trustee ($3.079.000 at December 31, 1981) are subject to lien.

Note 5. Income taxes

Through 1980, the Company had been included in the consolidated federal income tax returns of GL. As a
result of a corporate reorganization on December 31, 1981, the Company will be included in the 1981
consolidated federal income tax return of New TU, Co. As a member of a congolidated federal income tax group,
the Company is contingently liable for federal income taxes attributable to other members of the group.
However, GL has indemnified the Company against any such liability. '

Under the terms of a tax sharing agreement with Marmon, federal income taxes are computed as it the
Company and its subsidiaries file a separate consolidated return and liabilities are remitted to, and benefits and
refunds are obtained trom, Marmon on this basis. '

The allocation of income taxes consists of:

1981 1980 1979
Current
Federal ........ ... .. ... ... ... .. ... .. ..... $ 2,566 $ 2,854 $ 2,259
State . ... .. 415 438 330
Deterred, principally federal .. ... ... ... .. .. .. (8) (162) 190

$2973 $3,130 $2778

The effective tax rates of 46.7%, 46.7% and 47.8% for 1981, 1980 and 1979, respectively, differ from the
statutory federal rate of 46% principally as a result of investment tax credits ($132,000, $162,000 and $62,000
in 1981, 1980 and 1979, respectively) and state income taxes net of the federal income tax benefits.

The allocation of deferred income taxes resuits principally from inventory valuation reserves and product
liability allowances.
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The RegO Group, Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

Note 6. Pension plans

The Company has pension plans covering substanhany all employees. Pension expense for the years ended
December 31, 1981, 1980 and 1979 was $643,000, $814,000 and $847,000, respectively. The decrease in
pension expense in 1981 resulted from plan amendments and in 1880 resutted from the termination of two plans.
A comparison of accumulated plan benefits and plan net assets for the Company's defined benefit plans at
January 1, 1981 (date of iatest actuarial valuation) and January 1, 1980 is presented below:

Janvary 1,
1981 1980
Actuarial present value of accumulated plan benefits:
VeSO . . . ... $4,933,000 $4,867,000
NONVeSted . . . ... ... ... . §52,000 485,000
$5,485,000 $5,352,000
Net assets available for benefits including balance sheet accruals ... .. $4,307,000 $3,125,000

The assumed rate of return used in determining the benefits was 7.5%. The costs of the plans are
accounted for and funded based on caliculations which use an actuarial method that anticipates future salary
increases, whereas the actuarial present value of accumulated plan benefits shown above does not anticipate
such increases.

Note 7. Contingent liabilities

A number of product liability claims have been asserted and, based upon the Company's historical
experience, additional claims might be asserted two or more years following the alleged product matfunction.
Under the terms of the Company’s present primary liability insurance coverage, the Company is liable for an
uninsured deductible portion of $100,000 per occurrence (not to exceed $2,000,000 for any single policy year)
for product liability claims resulting from incidents occurring after August 31, 1980. For the period September 1,
1979 to August 31, 1980, the Company is liable for an uninsured deductible portion of $ 100,000 per occurrence
for product liability claims (not to exceed $1,500,000). For the period January 1, 1977 to August 31, 1978, the
Company is fiable for an uninsured deductible portion of $200,000 per occurrence for product liability claims plus
the next $400,000 or $500,000 of each claim up to an aggregate loss for each year of occurrence of $900,000
or $1,000,000 with respect to claimg in excess of $200,000 per occurrence. Prior to December 31, 1976 the
Company does not have a material exposure for product liability claim losses as a resuit of the product liability
ingsurance coverage in force at that time.

Allowances are provided when the amount of the product liability loss can be reasonably estimated.
However, management cannot determine the additional losses, if any, that may be incurred. Management
believes that such additional logses, if incurred, could be material.

Note 8. Capital stock

The outstanding preferred stock is entitied to preferential cumulative annual dividends at the rate of $1.00
per share and is redeemable at the Company's option at $37.50 per share, plus unpaid cumulative dividends.
The preferred stock has liquidation rights over the common stock in any final distribution and is entitled to one
vote for each share held. in addition, the outstanding preterred shares are convertible into common shares at the
option of the hoider at the rate of one and one-haif shares of common stock for each preferred share heid,
subject to anti-dilution provisions.

At December 31, 1981, 758,732 shares of authorized but unissued common shares are reserved for
conversion of preferred stock (516,339 shares) and for conversion of the 7% convertible subordmatod
debentures (243,393 shares).

Note 9. Net income per common share

Pmnarynetnncomeperd\aralsbaaodonnetmconnandthewuohtedawagommofsharesof
common stock and common stock equivalents (shares issuable upon the assumed conversion of preferred stock)
outstanding during the year.

10 LS 002738

Golc - CDAdm - 1753



The RegO Group, Inc. B

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS~—(Continued)

Fully diluted net income per share reflects the assumed conversion of the outstanding convertible deben-
tures, as if the conversion had taken place at the beginning of the year, and the restoration to income of the
related interest, net of applicable income taxes.

Note 10. Related party transactions

Transactions between the Company and related companies, at prices and upon terms determined by the

parties, include: 1981 1980 1979
Interest inCome(a) .. .. ... ... ... $4,0905 82369 $1.640
Management fee charged by Marmon{(b) ...... .............. .. 132 126 116
Product liability insurance expense ........................... 269 392 106

(a) The Company has an informal investment agreement with Marmon whereby a portion of the Company's
excess funds are invested by or made available to Marmon. Since February 198 1, Marmon has had borrowings
under certain bank credit agreements. While loans under these agreements are outstanding, Marmon intends to
pay interest under the informal investment agreement with the Company at the greater of (i) the rate Marmon
earns on its short-term investments or (ii) the effective rate Marmon incurs on its bank loans. For substantiaily all
of 1981, the Company earned interest at the effective rate which Marmon incurred on the bank loans (16.5% at
December 31, 1981).

(b) The management fee covers certain services, inciuding general management, personnel, certain insur-
ance, pension plan, legal, accounting and taxation matters and other similar matters which Marmon provides to
its divisions, subsidiaries and related companies.

The Company does not have any other gsignficant transactions with Marmon or other related companies
other than certain expenses which are directty attributable to the Company and which are paid by Marmon and
charged to the Company, federal income taxes (Note 5) and purchases, as shown in the accompanying
consolidated statement of income.

Note 11. Industry Segment Information

The Company, which does not have foreign operations, has operated in one industry for each of the last
three years—the manufacture and sale of pressure regulators and other devices used to control the flow of
gases and liquids. A signficant portion of the sales are to the propane, construction and plumbing industries.

Export sales to the following geographic areas were: 1981 1980 1979
Canada . . ... .. $2,586 $2,427 $2,473
Central and South America. .. .....................c....... 2,870 1,438 880
BUIOPe ... . . 547 902 454
Asia and Far East. . ... ............ . ... 1,191 712 841
Africa and Near East ............ ... ... ... ... . ... ... ..... 591 605 256
United Kingdom . ... ... ... ... .. .. e 258 388 251
$7,843 $6,473 $5.155
12. Quarterly Data (unaudited)
Quarter Ended
March 31, June 30, September 30, December 31,
1981 1980 1981 1980 1981 1980 1981 1980
Netsales ............ $11,548 $12023 $11,652 $12,118 $11,402 $10,728 $ 11,728 $ 11,293
Gross profit . ......... 2,409 2,753 2,831 3,093 2,840 2,844 3,278 3,509
Netincome........ ... 645 906 792 835 921 738 1,040 1,096
Net income per common
share
Primary......... ... .20 .28 .25 .26 .29 .23 .33 .34
Fully dituted . ... . ... .19 27 .24 25 27 22 31 32

Inventory adjustments increased fourth quarter net income by $460,000 or $.15 per share ($.14 on a fully
diluted basis) in 1981 and by $500,000 or $.16 per share ($.14 on a fully diluted basis) in 1980.

11
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REPORT OF CERTIFIED PUBLIC ACCOUNTANTS

The Board of Directors
and Shareholders
The RegO Group, Inc.

We have examined the consolidated balance sheets of The RegO Group, Inc. (the Company) at December 31,
1981 and 1980, and the related consolidated statements of income, shareholders’ equity and changes in
financial position for each of the three years in the period ended December 31, 1981. Our examinations were
made in accordance with generelly accepted auditing standards and, accordingly, included such tests of the
accounting records and such other auditing procedures as we considered necessary in the circumstances.

As described in Note 7, the Company is subject to possible losses relating to uninsured product liability claims. it
is not possible at this time to determine the additional losses, if any, that may be incurred.

In our opinion, subject to the effects of such adjustments, if any, as might have been required had the ultimate
resolution of the matter discussed in the preceding paragraph been known, the statements mentioned above
present fairty the consolidated financial position of The RegO Group, Inc. at December 31, 1981 and 1980, and
the consolidated results of operations and changes in financial position for each of the three years in the period
ended December 31, 1981, in conformity with generally accepted accounting principles applied on a consistent
basis during the period.

ARTHUR YOUNG & COMPANY

Chicago, lllinois
March 17, 1982
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SELECTED FINANCIAL DATA

(in thousands of dollars, except per share data)
Years ended December 31,

1981 1980 1978 1978 1977
Netsales...... ... . ... .............c..... $46,328 $46,162 $42,607 $35010 $34,324
Net income (Notes Aand B). . ....... ........... 3,398 3,573 3,036 1,733 2,245
Net income (loss) per share
Primary .......... ... .. ... 1.07 1.12 .95 51 .68
Fully diluted . . .. ............ .. .. ... .. ....... 1.02 1.08 .90 49 .85
Cash dividends per common share. .. ............ —_ - —_ —_ ’ _
-Totalassets ............ .. ... . . ... ... ....... . 63,881 48,208 42,407 39.084 38,121
Long-term debt and obligation. ... . .............. 9,376 4,937 5,338 5,700 6,307

(A) Reductions in the levels of certain inventories carried at LIFO costs increased 1979 net income by
approximately $170,000 ($.05 per share—primary and fully diluted).

(B) The adoption of the LIFO method of inventory valuation reduced 1977 net income by $891,000 or $.27
per share ($.24 on a fully diluted basis).

MANAGEMENT'S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

1881 vs, 1980

Working capital increased 12% or $3,482,000. A $5,000,000 industrial revenue bond was issued in early
1981. A portion (approximately $2,000,000) of the proceeds was used to refinance the 1980 acquisition of, and
the 1981 purchases of equipment for, the new facility in North Carolina for the manufacture of small valves and
regulators. The balance of the proceeds is being held by a trustee, in income-producing investments, pending
future equipment purchases. Such funds plus amounts expected to be generated from 1982 operations should
be adequate to meet the Company's 1982 capital needs.

Net sales were flat between 1981 and 1980. Selective price increases were made where operating costs
constituted a major component of the product cost. Selective discounting of brass fittings, where declining
material costs were a major factor, was necessary during the year.

Gross profit as a percentage of sales decreased from 26% to 24% due to the start-up costs at the North
Carolina plant and increased sales discounts.

Selling and administrative costs increased, reflecting significantly higher costs associated with product
liability claims as well as increased marketing expenses.

Increased interest income ig the result of a larger amount under the mformal investment agreement, higher
interest rates in effect throughout much of 1981 and the additional income eamed on funds held for future
construction by trustee.

Management programs to lessen the effects of inflation consist of selective price increases to the extent
allowed by competition, upgrading of production facilities to achieve greater efficiency and cost reduction
programs.

1980 vs. 1979

Working capital increased 4% or $1,183,000. Accounts receivable increased primarily due to higher selling
prices, although the number of days sales outstanding in accounts receivable decreased slightly. Inventories and
accounts payable-trade increased due to higher costs of raw materials. inventory tumover increased as a result
of increased unit volume while maintaining controlled inventory levels.

In September 1980, the Company purchased land and a building in North Carolina (see above).

Net sales increased 8% for all of 1980. Gains were made in the first half of 1980 from higher unit volume of
liquified petroleum gas (LPG) products. However, demand returned to 1979 levels during the second haif of
1980. Selling price increases initiated during the second quarter were partially offset by selective discounting of
selling prices of brags fittings later in the year.

Gross profit as a percentage of sales increased slightly from 25% to 26% as higher raw material costs
were offset by increased volume and selling prices, which in turn were offset somewhat by selective price
discounting.

Selling and administrative costs increased, reﬂectmg higher Imgatson and insurance costs for product liability
and preoperating costs at the new facility in North Carolina.

Increased interest income reflects the high interest rates in eﬂect throughout much of 1980.

The effective income tax rate decreased primarily as a result of increased investment tax credits.

Order backlog at the end of the year dropped 11%, reflecting lower customer demand resulting from general
economic conditions.
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